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Laclies and Gentlemen:

RE: SUBMISSION PURSUANT TO RULE 12G3-2(B)

Puisuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934, Fraser Papers
Inc. hereby furnishes the documents listed on Schedule A to this letter.

If the Commission has any questions with respect to this letter or its enclosure, please
contact the undersigned at 416-359-8634.

Yours very truly,

FRASER PAPERS INC. SROCESSED
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Assistant Corporate Secretary
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Schedule A

News Release dated June 26, 2007 as to the completion of the rebuild of a pulp
mill;

Alternate Monthly Report under proposed National Instrument 62-103 Re: Early
Warning Reporting System, for the month ended June 30, 2007, in respect of the
acquisition of additional securities and the increase in percentage of outstanding
securities held by Howson Tattersall Investment Counsel Limited;

Notice declaring interest to be qualified under National Instrument 44-101 Short
Form Prospectus Distributions dated July 9, 2007,

Early Wamning Report dated July 12, 2007 in respect of the acquisition of
additional securities and the increase in percentage of outstanding securities held
by Brookfield Asset Management Inc.;

Notice of Intention to Distribute Securities dated July 19, 2007 in respect of
Acadian Timber Income Fund;

News Release dated July 26, 2007 as to bridge financing to redeem long-term
debt;

News Release dated August 1, 2007 as to second quarter financial results and
repurchase of senior notes;

Interim consolidated financial statements for the second quarter ended June 30,
2007,

Management’s Discussion and Analysis for the second quarter ended June 30,
2007,

Form 52-109F2 — Certification of Interim Filings (Chief Executive Officer);
Form 52-109F2 — Certification of Interim Filings (Chief Financial Officer);
Interim Report to Shareholders for the six months ended June 30, 2007;

News Released dated August 24, 2007 as to the temporary shutdown of a sawmill;
and

News Release dated August 27, 2007 as to energy and environmental initiatives at
the Thurso pulp mill.

Fraser Papers Inc. Tel  416-359-8605
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Rule 12g3-2(b)
'_r Exemption No. 82-34837

NEWS RELEASE aserrdpers

FRASER PAPERS COMPLETES PULP MILL REBUILD

Announces Specialty Paper and Energy Optimization Plan
{All financial references are in US dollars unless otherwise noted)

Toronto, ON (June 26, 2007) — Fraser Papers Inc. (“Fraser Papers” or the “Company™) (TSX:FPS)
annowiced today the completion of a $10 million capital rebuild of the recovery boiler at its Edmundston,
New Brunswick sulphite pulp mill. The rebuild was completed during a recent 21 day outage and is
expected to result in increased production in excess of 50 tons per day of pulp or 18,000 tons annually.
Higher internal pulp production will displace purchases of higher cost market pulp at forecasted annual
savings of approximately $3 million based on current market prices for softiwood and hardwood kraft

pulp.

The Company also announced a new initiative to further improve the financtal performance of its
specialty papers business by optimizing production at the adjacent paper mill located in Madawaska,
Maine. The plan involves a transition of the Company’s specialty paper business to its larger, more
efficient paper machines, the permanent closure of the highest cost manufacturing capacity and a
decreassed reliance on fossil fuel with new energy reduction initiatives. The Company estimates savings
from this optimization plan of an additional $14 million per year.

[n summary, the optimization plan announced today includes:

. The permanent closure of paper machines No.l and No.2, representing 70,000 tons per year of
freesheet paper capacity or 14% of the total plant capacity, effective August 26, 2007,

. The transfer of specialty grades currently produced on these two paper machines to the remaining
six paper machines at the Madawaska operation;

. A focus on growth in specialty uncoated groundwood papers with the permanent closure of one
off-machine groundwood coating line, previously announced on May 31, 2007; and

. Specific energy initiatives, including the permanent closure of one oil-fired boiler and turbine,
that will reduce green house gas emissions by 35% and oil consumption by 3.5 million gallons
per year, effective October, 2007.

“The iritiatives announced today will provide a much needed and immediate improvement to our
busines:,” said Peter Gordon, Fraser Papers’ President and Chief Executive Officer. “Expected savings
will be generated from reduced purchases of high cost market pulp, lower steam and power costs as a
result of the closure of high cost, oil-fired boilers and higher manufacturing productivity. While we
recogni::ie the inevitable impact on individuals, families and the community, we believe it is the best
course ¢ f action to ensure the long term success of our East Papers operations.”

These changes will impact 135 employees at the Madawaska mill, including the 29 employees affected by
the previously announced closure of the groundwood coating line. Certain employees may be eligible for
an early retirement program. The Company will work with the union and local government agencies to
assist individuals affected by this announcement to mitigate the impact of these transition measures.

Fraser Paj-ers Ing, 1
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“Moving our lightweight publishing and -packaging grades ‘to "larger, more technologically advanced
equipment will increase our capacity to serve and grow.with, existing and future customers in these key
strategic markets,” added Mr. Gordon. “We-are committed to’ ¢ontinuing to provide our customers with
exceptional product quality and service.”

Co X ot ' . -
Fraser Papers estimates the announced changes will result in a pre-tax restructuring charge in the second
quarter of approximately $16 million. _

# ok ok ko Kk ok ok

Fraser Papers is an integrated specialty paper company which produces a broad range of specialty packaging and printing papers.
The Company has operations in New Brunswick, Maine, New Hampshirs and Quebec. Fraser Papers is listed on the Toronto Stock
Exchange under the symbol: FPS. For more information, visit the Fraser Papers web site at www fraserpapers.com,

-30- o L
Contacts:
Peter Gordon - ' o Glen McMillan
President and CEOQO | . _ .- Senior Vice President and CFO
(416) 359-8614 {416) 359-8635

pgordon@toronto.fraserpapers.com B gmcmillan@toronto.frase[papers.com

Note: This press release contains forward-looking information and forward-lookmg statements within the meaning of
Canadian provincial securities laws. These forward-looking statements include, among others, statements with
respect to higher pulp production, the Company’s optimization plan for its specialty paper business and energy
reduction initiatives. The words ‘plan”, “expect”, “will’, "forecast”, “estimate”, “believe”, “future” and other expressions
which may be predictions of or indicate future events and trends and which dé not relate to historical matters identify
forward-looking staternents. Reliance should not be placed on forward-looking statements because they invoive
known and unknown risks, uncertainties and other factors, which may cause the actual results, performance or
achrevements of the Company to differ marenaﬂy from anticipated future results, performance or, achievement
expressed or implied by such forward-looking statements. Factors that could cause actual results of the planned
higher. pulp production, the optimization plan for the Company’s specially paper business and the energy reduction
initiatives to differ materially from those set forth in the forward—!ooking statements include general economic
conditions, demand for the Company's products, production issues, cost of fibre, energy and chemicals, market
prices for softwood and hardwood kraft pulp, the Company's production, sales and marketing performance, union
negotiations and the availability of suitable governmerit programs, actual rationalization costs and other risks detailed
from time to time in the documents filed by the Company with the securities regulators in-Canada. The Company
undertakes no obligation to publitly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

Fraser Papers Inc. 2



Rule 12g3-2(b)
Exemption No. 82-34837

ALTERNATIVE MONTHLY REPORT UNDER
PROPOSED.NATIONAL INSTRUMENT 62-103 -
RE: EARLY WARNING REPORTING SYSTEM -

ALTERNATIVE REPORTER: Howson Tattersall Investment Counsel Limited
o " 70 University Avenue, Suite 1100 '
Toronto, Ontario M5] 2M4

REPORTING ISSUER: Fraser Pa]lJers Inc.
REPORT FOR END OF: . " Iune 30,2007
REPORT OF SHARE ACQUISITIONS:

Howson Tattersall Investment Counsel Limited (“Howson Tattersall”) reports that as a
result of recent purchases, one or more of-its mutual fund, pension fund or other client
accounts held in aggregate 3,726,125 cornmon shares of Fraser Papers Inc. at the end of
the month of June, representing, based on Howson Tattersall’s understanding,
pproxnmately 12.6% of the total shares outstanding. This represents an increase of
7:8,300 shares since the ﬁllng of the last Altematlve Monthly Repon

PURPOSE OF THE ACQUISITION

The securities were acquired for investment-purposes-only and not for the purpose of
exercising control or direction over the Named Issuer. Howson Tattersall acts as an 4
‘investment manager on behalf of mutual fund, pension fund and other client accounts and
in respect of the acquired shares, specifically disclaims any beneficial ownership.

Howson Tattersall client accounts may from time to time acquire additional shares,
dispose of some or all of the existing or addmonal shares or may contmue to hold the
shares. '

RELIANCE ON EXEMPTION

This report has been issued in anticipation of the alternative reporting exemption
desicribed in the proposed National Instrument 62-103 respecting Early Waming
Reporting. Neither Howson Tattersall nor any of its client accounts presently intend to:

(a) make a formal take-over bid for any securities of the Named Issuer; or
(b) propose a reorganization, amalgamation, merger arrangement or similar business

combination with the Named Issuer which would result in Howson Tattersall’s
accounts controlling the issuer, alone or with others.



CONTACT PERSON:

For further information, contact:
Robert Tattersall
Executive Vice-President
Howson Tattersall Investment Counsel Limited
70 University Avenue, Suite 1100

Toronto, Ontario .
M5 2M4

Telephone:  (416) 227-1617
DATE AND SIGNATURE:
This report is dated June 30, 2007 and is signed by an authorized officer of the alternative
. Teporter. . S Ll : o
: .+ . HOWSON TATTERSALL INVESTMENT
COUNSEL LIMITED
Per:  Robert Tattersall

Robert Tattersall,
Executive Vice-President




Rule 12g3-2(b)
Exemption No. 82-34837

NOTICE DECLARING INTENTION TO BE QUALIFIED UNDER
NATIONAL INSTRUMENT 44-101 |

SHORT FORM PROSPECTUS DISTRIBUTIONS
(“NT 44-1017)

July 2, 2007
To: Cntano Securities Commission

Fraser Papers Inc. (the “Issuer””) intends to be qualified to file a short form prospectus under
NI 44.101. The Issuer acknowledges that it must satisfy all applicable qualification criteria prior to
filing a preliminary short form prospectus. This notice does not evidence the Issuer’s intent to file a
short yorm prospectus, to enter into any particular financing or transaction or to become a reporting
issuer in any-jurisdiction. This notice will remain in effect until withdrawn by the Tssuer.

FRASER PAPERS INC,

By:  “Glen McMillan™

Name: Glen McMillan

Title: Senior Vice President and Chief
Financial Officer

TDO-COR> #7244122 v. 1



Rule 12g3-2(b)
Exemption No. 82-34837

REPORT PURSUANT TO
SECTION 111 OF THE SECURITIES ACT (BRITISH COLUMBIA)
SECTION 176 OF THE SECURITIES ACT (ALBERTA)
SECTION 110 OF THE SECURITIES ACT, 1988 (SASKATCHEWAN)

SECTION 92 OF THE SECURITIES ACT (MANITOBA)

SECTION 101 OF THE SECURITIES ACT (ONTARIO)
SECTION 147.11 OF THE SECURITIES ACT (QUEBEC)

SECTION 107 OF THE SECURITIES ACT (NOVA SCOTIA)
SECTION 102 OF THE SECURITIES ACT (NEWFOUNDLAND)

Name and Address of Offeror:

Brookfield Asset Management Inc. (“Brookfield™)
BCE Place, 181 Bay Street

Suite 300, P.O. Box 762

Toronto, Ontario

MS5J 2T3

Brascade Corporation (“Brascade™)
BCE Place, 181 Bay Street

Suite 300, P.O. Box 762

Toronto, Ontario

M5 2T3

Designation and number or principal amount of securities and the Offeror’s
securityholding percentage in the class of securities of which the Offeror acquired
ownership or control in the transaction or occurrence giving rise to the obligation to
file the news release, and whether it was ownership or control that was acquired in
those circumstances:

On July 11, 2007, Brookfield acquired 2,000,000 common shares (“Common Shares”) of
Fraser Papers Inc. (“Fraser Papers”), representing approximately 7% of the outstanding
Common Shares.

Designation and number or principal amount of securities and the Offeror’s
securityholding percentage in the class of securities immediately after the
transaction or occurrence giving rise to the reporting obligation:

Together with the 14,561,696 Common Shares previously owned, Brookfield beneficially
owns 16,561,696 Common Shares, representing approximately 56% of the outstanding
Common Shares through Brascade.




Designation and number or prin¢ipal amount of securities and the percéﬁtﬁge of
. outstanding securities of-the class of securltles referred to in paragraph 3; above,

.+ = - over which: S N T I R

a) the Offeror, either alone or together with any joint actors, has ownershlp and
control;

Brookfield and Brascade have ownership and control over all the Common Shares
- referred to in paragraph 3. Che o - -
b) the Offeror, elther alone or together w1th any jomt actors, has ownershlp but 4
control is held by other persons or companies other than the Offeror or any joint

actor; and
None. ' : S

¢) the Offeror, either alone or together with any joint actors, has exclusive or
shared control but does not have ownership:

None.

The name of the market in which the transaction or occurrence that gave rise to the
reporting obligation took place:

The Toronto Stock Exchange. ~ -

Purpose of the Offeror and any joint actors in effecting the transaction or
occurrence that gave rise to the reportlng obligation, including any future intention
to acquire ownership of; or-contfol over, additional securities of the reporting
issuer:

Brookfield and Brascade have no current intention to sell or acquire additional Common
Shares but may do so' dependmg upon market circumstances.

General nature and the material terms of any agreement, other than lending
arrangements, with respect to securities of the reporting issuer entered into by the
Offeror, or any joint actor, and the issuer of the securities or any other entity in
connection with the transaction or occurrence giving rise to the reporting
obligation, including agreements with respect to the acquisition, holding, disposition
or voting of any of the securities:

Not applicable.
Names of any joint actors in connection with the disclosure required herein:

Not applicable,



-—

10.

ANo;t gllalplicab-le. ‘ ) L ,

ln the case of a:transaction or occurrence that did not take place on a stock
. exchange or other market that réepresents-a publishéd market for the-securities,

including an issuance from treasury, the nature and value of the consideration paid
by the Offeror:

Not applicable.

If applicable, a description of any change in any material fact set out in a previous
report by the entity under the early warning requirements or Part 4 of National
Instrument 62-103 in respect of the reporting issuer’s securities:

]
.

Dated at Toronto, Ontario the 12" day of July, 2007.

BROOKFIELD ASSET MANAGEMENT INC.

L.

+ + /s/Brian D. Lawson

Name: Brian D: Lawson - .
Title: Managing Partner and
Chief Financial Officer

' .0 .} i s

", BRASCADE CORPORATION

) . . /s/ Sachin.Shah*
+  Name: - Sachin.Shah
Title: Chief Financial Officer

LR N



Rule 12g3-2(b)
Exemption No. 82-34837

FORM 45-102F1
Notice of Intention to Distribute Securities under Section 2.8 of
MI 45-102 Resale of Securities

Reporting issuer
1. Name of reperting issuer:

Acadian Timber Income Fund (the “Fund")
Selling security holder
2. Your name;

Fraser Papers Inc. (“Fraser Papers")
3. The offices or positions you hold in the reporting issuer:

Fraser Papers is an insider of the Fund.
4. Are you selling securities as a lender, pledgee, mortgagee or other encumbrancer? No.
5. Number and class of securities of the reporting issuer you beneficially own:

Fraser Papers owns 3,613,780 exchangeable Class B limited partnership units {“Class B LP Units") of Acadian Timber Limited
Partnership, which are exchangeable for units ("Fund Units”) of Acadian Timber Income Fund, on a one-for-one basis. Prior o
any sale, Fraser Papers will exchange that number of the Class B LP Units necessary to obtain the number of Fund Units to be
sold,

Distribution
6. Number and ctass of securities you propose to sell;
Up to 3,613,780 Fund Units.
7. Will you sell the securities privatety or on an exchange or market? If on an exchange or market, provide the name.

The securities will be sold through the facilities of the Toronto Stock Exchange ("TSX™), or by private agreement subject {0
compliance with requirements of tha TSX.

Warning

It is an offence to submit information that, in a material respect and in light of the circumstances in which it is submitted,
is misteading or untrue.




Certificate

I certify tr_lal t '

{1) | have no knowledge of a material fact or material change with respect to the issuer of the securities that has not been
generally disclosed; and

It - “ '

{2) the information given in this form is true and complete.

Date _July 19, 2007 ‘ Fraser Papers Inc. )
I * " Yolr narme (Selling security holder) | e . L 9

{signed) Glen McMillan .

Your signature (or if @ company, the signature of your autherized signatory)

-

Glen McMillan ‘ : : -
Name of your authorized signatory .




INSTRUCTION:

File this form electronically through SEDAR with the securilies regulatory authority in each jurisdiction where you sell securities
and vith the Canadian exchange on which the securities are listed. Where the securities are being sold on an exchange, the form
should be filed in every jurisdiction across Canada.

cr . .
' [

Notic e to selling security hoiders - collection and use of personal Information

The personal information required in this form is collected for and used by the listed securities regulatory authorities to administer
and e nforce securities legislation in their jurisdictions. This form is publicly available by authority of Multilateral Instrument 45-102
and tie securities legislation in each of the jurisdictions. The personal information coflected wili not be used or disclosed other
than or the stated purposes without first obtaining your consent. Corporate filers should seek the consent of any individuals
whose personal information appears in this form before filing this form. T

If yo. have questions about the collection and use of your personal information, or the personal information of your authorized
signztory, contact any of the securities regulatory authorities listed below. ’

Albe ta Securities Commisslon - .
4th F'oor, 300 - 5th Avenue SW L,
Calg:iry, AB T2P 3C4 :

Attertion: Information Officer

Telephone: (403) 297-6454

Facs mile: (403) 297-6156

Britis:h Columbia Securities Commission

P.O. Box 10142, Pacific Centre

701 \est Georgia Street

Vancouver, B.C. VY 1L2

Attertion: Manager, Financial and Insider Reporting
Telephone: (604) 899-6730 or (800) 373-6393 (in B.C.)
Facs mile: (604) 899-6506

Securities Commission of Newfoundland and Lahrador
P.O. Box 8700

2nd I'loor, West Block

Conf:deration Building

75 OLeary Avenue

St. Juhn's NFLD A1B 4J6

Atter tion: Director of Securities

Telephone: (709) 729-4189

Facs mite: (709) 729-6187

Dep: tment of Justice, Northwest Territories Legal Registries
P.O. Box 1320

1st F oor, 5009-49th Street

Yello wknife, NWT X1A 2L8

Attention: Director, Legal Registries

Telephone: (867) 873-7490

Facs mile: (867) 873-0243

Nov: Scotia Securities Commission
2nd IFloor, Joseph Howe Building
1690 Hollis Street

Halifix, NS B3J 3J9

Atter tion: Corporate Finance
Telephone: (902) 424-7768

Facs mile: {902) 424-4625

Dep: tment of Justice, Nunavut

Legal Registries Division

P.O. Box 1000 - Station 570

1st F oor, Brown Building

lqalu t, NT X0A OHO

Attention: Director, Legal Registries Division
Telephone: (867) 975-6190

Facs mile: (867) 9756194

Ontario Securities Commission

Suite 1903, Box 55

20 1 Jeen Street West

Toronto, ON M5H 358

Attenthon: Administrative Assistant to the Director of Corporate Finance



P PR s \

Telephone: (416) 593-8314
Facsimile: (416) 593-8177

Prince Edward Island Securities Office

Consumer, Corporate and Insurance Services Division

Office of the Attorney General

P.O. Box 2000

Charlottetown, PE C1A 7NB . e SRy Svg e
Aftention: Registraf of ‘Securities o o ’
Telephone: (902) 368- 4550
Fax: {902) 368-5283 Lo Lo t

Saskatchewan Financial Services Commisslon
Securities Division -

6th Floor, 1919 Saskatchewan Dnva .

Regina, SK $4P 3v7 ;

Attention: Deputy Director, Legal

Telephone: {(306) 787-5879

Facsimile: {306) 787-5899

Nt
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Rule 12g3-2(b)
Exemption No. 82-34837
NEWS RELEASE I-raserlJapers

Fraser Papers Announces Bridge Financing to Redeem Long-Term Debt

(Al me netary references are in US dollars unless otherwise noted)

~a

Tororto, ON (July 26, 2007) Fraser Papers Inc. (“Fraser Papers”) (TSX FPS) announced loday that
it has secured an increase in the Company’s revolving credit facility with CIT Business Credit Canada
Inc. .

Maximum borrowings available under the amended facility will be increased by $50 million to a total of
$140 rnillion. The amended facility will be for 120 days on substantially the same terms as the existing
facility. The increased amount provides the Corporation with sufficient availability to redeem the $68
million of 8.75% Senior Notes outstanding. On June 4, 2007, the Corporation announced that it had
commenced an offer to purchase all of the outstanding Senior Notes. This Offer expires on July 26, 2007.

The Corporation is considering a number of financing alternatives to repay increased borrowings under
the facility.

* Kk %k ok * k Kk %k

Fraser |*apers is an integrated specialty paper company which produces a broad range of specialty packaging and printing papers.
The corpany has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser Papers is listad on the Toronto Stock
Exchanyje under the symbol: FPS. For more information, visit the Fraser Papers web site at www.fraserpapers.com.

-30-
Contacts:
Peter (3ordon Glen McMillan
Presidznt and Chief Executive Qfficer Senior Vice President and Chief Financial Officer
(416) 359-8614 (416) 359-8635
pgordon{@toronto.fraserpapers.com gmcmillan@toronto.fraserpapers.com

Note: Vhis press release contains forward-looking information and forward-looking statements within the meaning of
Canad.an provincial securities laws. These forward-looking stalements include, among others, statements with
respec! to borrowings and terms of the amendment to the Company's credit facility. The word ‘will" and other
expressions which may be predictions of or indicate future events and trends and which do not relate o historical
matter: identify forward-fooking statements. Reliance should not be placed on forward-looking staterments because
they irvolve known and unknown risks, uncertainties and other factors, which may cause the actual resuits,
performance or achievements of the Company to differ materially from anticipated future results, performance or
achieviement expressed or implied by such forward-looking statements. Factors that could cause actual resuits of the
borrowings and terms of the amendment to the credit facility to differ materially from those set forth in the forward-
locking statements include general economic conditions, interest rates, changes in the capital markets, the
Compeny’s financial performance and liquidity position and other risks detailed from time to time in the documents
filed by the Company with the securities requiators in Canada. The Company undertakes no obligation to publicly
update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.



Rule 12g3-2(b)
Exemption No. 82-34837

NEWs RELEASE Fraserrapers

Fraser Papers Announces Second Quarter Results and
Repurchase of Senior Notes

(All financial references are in US dollars unless otherwise noted)

TORONTO, ON (August 1, 2007) — Fraser Papers Inc. (TSX:FPS) today reported financial results
for the second quarter and year-to-date period ended June 30, 2007. The Company generated a net loss
of $37.6 million or $1.28 per share during the second quarter. These results included a one time
restructuring charge of $12.8 million, afier tax ($0.43 per share), related to the announced closure of
two paper machines and one coating line and $10.0 million ($9.3 million, after tax or $0.32 per share)
related to maintenance and market-related downtime at the Company’s paper operations.

During the second quarter of 2007, Fraser Papers announced a number of strategic initiatives:

. The permanent closure of two higher cost, uncoated freesheet paper machines representing a
| 70,000 ton capacity reduction, and the exit from coated groundwood paper markets with the
| closure of one off-machine coater at the East Papers operations. Anticipated cost reductions
‘ are approximately $10 million per year.

. The closure of an oil-fired boiler, effective October 31, which will result in a 35% reduction in
greenhouse gas emissions and $4 million in annual energy cost savings at the Company’s pulp
mill in Edmundston, New Brunswick.

. The completion of a $10 million capital rebuild of the recovery boiler at the pulp mill in
Edmundston, New Brunswick, which is expected to increase throughput by 18,000 tons per
year of pulp or 8%. Additional internal production will displace market purchases of higher
cost pulp resulting in $3 million savings from lower cost fibre for the Company’s paper
manufacturing operations.

. Amnounced the offer to purchase $68.5 million of outstanding long-term debt, which will
settle on August 3, 2007.

“Our second quarter results reflect the activities involved with a significant reinvestment in our core
specialty paper operations and the impact of market-related downtime at a number of our mills,
higher costs for purchased fibre, chemicals and energy and continued weakness in the lumber
markets. The rebuild at our pulp facility and announced closures of the paper machines and high cos,
sil-fired boiler will contribute to lower fibre and energy costs in the second half of 2007. In addition,
the announced exit from coated groundwood markets continues to narrow our focus on specialty

‘ packaging and printing paper segments where we can compete successfully. Improved productivity
and cost reduction are continuing,” said Peter Gordon, President and CEO of Fraser Papers.

FINANCIAL SUMMARY
___ Three Months Ended Six Months Ended
__Usi $ MILLIONS, EXCEPT PER SHARE AMOUNTS June 30, 2007 July 1, 2006 June 30, 2007 July 1, 2006
EBITDA $ (18.0) 3} (89 5 20.6) $ 00
Loss $ (37.6) 5 (18.3) $ @17 3 (96.7)
Per share $ (1.28) $ (061 $ (1.62) $ (3.25)

Fiaser Papers Inc.
2007 Second Quarter Results 1
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Fraser Papers generated an EBITDA loss of $18.0 million for the second quaiter of 2007, compared to
an EBITDA loss of $2.6 million in‘the first quarter. During the second quarter, the Company took a 21
day planned maintenance shut at its integrated pulp mill in Edmundston, New Brunswick and the
planned annual maintenance shut at its paper mill in Gorham, New Hampshire. These shuts negatively
affected results by approximately $10.0 million. In addition, the strongér Canadian dollar negatively
affected production costs by ‘approximately $6'million; relative to thé first quarter. Afier adjusting for
- down time and-foreign exchange, the EBITDA loss of $2 O mllllon was a modest lmprovement over
the first quarter of 2007. '

On a year-to-date basis, the Company generated an EBITDA loss of $20.6 millioh, compared to an
* EBITDA loss of $7.0 million in 2006. Continued- focus on improving product mix and cost reduction
initiatives served to only.partly offset the '$21.5 million impact of down time and ‘increased fibre,
chemical and energy ‘costs.” The 2006 results included a $7.0 million loss related to unscheduled
maintenance down tinie taken at the Company S East Papers operatlons

Total paper shipments were unchanged from the first quarter. Shipments of specialty printing papers
were down 17% from the first quarter 'financial printing peak. Shlpmcnls of specialty packaging
papers improved 12% while shlpments of commodity freesheet papers’ increased by’ 11,000 tons.
Substantially all of the increase in commodity freesheet shipments were tradebook papérs, which were
certified to the standards 'of the Forest Stewdrdship Council (“FSC™), produced at the Gorham paper
mill. A portion of the FSC certified papers were used in the production of the U.S. hardcover edition
of Harry Potter and the Deathly Hallows. The Gorham mill received its FSC certification earlier in
- 2007. Despite the increase in commodity freesheet shipments in the quarter, year-to-date shipments are
13% below year ago levels, reflecting a continuing focus on specialty papers. ‘Reference prices for
" commodity paper grades were unchanged compared to' the first quarter. Net price realizations for
Fraser Papers’ specialty packaging grades declined slightly due to the change in product tnix; pricing
remained firm. During the second quarter, the Company took down time, representing approximately
23,000 tons, to control inventories and mitigate the impact of rising fibré costs at the East Papers and
Gorham locations whlle mtemal pulp productlon ceased during the maintenance prOJect in
Edmundston.
Shipments of northern bleached hardwood kraft pulp from the Company’s pulp mill in Thurso,
Quebec increased 11% over the first quarter as a result of increased internal shipments to the East
Papers operations during the outage in Edmundston. Mill nets were marginally lower due to customer
mix, despite a marginal increase in list prices, Production costs increased 7% as a result of the stronger
Canadian dollar and increased oil costs, : :
Lumber markets remained weak in the quarter and domestic lumber prices fell marginally. Mill net
realizations fell 8% from the first quarter when the Company achieved a premium on sales to the
European market. During the second quarter the Company took significantly more downtime
representing 47 MMfbm, compared to 18 MMfbm in the first quarter. '

'BUSINESS INITIATIVES

Market Focus and Competitive Advantage

During the second quarter, the Company maintained its focus on market opportunities in the specialty
packaging and printing & writing segments, announcing the exit from the commodity lightweight
coated ' groundwood market and the permanent closure of two small, high cost uncoatéed freesheet
machines at its East Papers operations. These machines will close in the third quarter, reducing the
overall cost structure of the East Papers operations. Benefits of approximately $10 million are
anticipated as the Company eliminates its highest cost, marginal inputs and re-establishes an optimal
fibre balance. The Company has qualified most grades on the remaining machines and will continue to
work closely with its customers to complete this transition,

Fraser Papers Inc. .
2007 Second Quarier Results 2
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As part of a restructuring of the East Papers operations, the Company also announced the closure of
one oil:fired boiler at Edmundston, which will result in a 35% reduction in green house gas emissions
and apprommately $4 million in savings as a result of lower oil consumption.

Product development contmues to be an 1mponant component of the Company s marketing mmatlves
During the second quarter, the Company developed nine new Spec1a1ty preducts for.applications in the
food packaging, converting and consumer goods market: segments. Approximately 13% of products
sold in 2007 represent products that were developed in the past 24 months.

Margin Improvement and Cost Reduction

The Company completed a 21 day planned mamtenance outage to. rebudd the recovery bonler at its
integrated pulp mill in Edmundston, New Brunsw1ck Since re-starting in late June, pulp production
from the Edmundston. mill has averaged approxlmately 700 tons per day compared to 650 tons per day
in the first six months of 2007. Each additional ton of pulp produced will displace market purchases of
softwood kraft pulp at current savings in excess of $200 per ton.

Margm lmprovement initiatives and beneﬁts from the closure of the Berlin pulp m1]| in 2006
generated $12.0 million in 2007 relative to 2006, w1th improved sales mix and fibre utilization as the
primary contributors, Unfortunately, these margin improvements served to only partly offset the
impact of market and maintenance downtime, increased fibre costs and lower lumber prices.

Repayment of Senior Notes :

Pursuant to a tender offer made on June 1, 2007 to all holders of 8.75% Senior Notes due in March
2015, 99.93% of Senior Notes were tendered to the Trustee.. On July 31, 2007, the Company funded
the purchase of these Senior Notes, at par, for $70.7 million, including accrued interest of $2.2 million.
The purchase is expected to settle on August 3. In addition, the Company is submitting $15.5 million
of Senior Notes it owned to the Trustee for cancellation. The purchase was financed through a $50
million, increase in the Company’s revolvmg credit facﬂlty with its current lender. The $50 million
increase is available to the Company for 120 days-on substantlally the same terms as the Corporation’s
existing facﬂlty The Company is rev1ewmg a number of options to repay these borrowings including
the sale of all or part of its interest in Acadian Timber Income Fund.

o - .7 ‘ourLgok’

Fraser - Papers’ strategic decision to exit ‘the :lightweight coated- groundwood paper markets and
permanently close 70,000 tons of uncoated freesheet paper capacity will lead to improved product mix
and a targeted focus on specialty packaging and printing papers. -The impact of these initiatives,
combined with the rebuild of the recovery boiler and permanent closure of an oil-fired boiler in
Edmundston, New Brunswick, is expected to reduce the overall cost of production at the Company’s
East Papers operations by a total of $17 million annually. The Company wnll continue to reduce costs
and improve operating performance at all of its operations.

Demand for the Company’s specialty packagmg papers is expected to remain firm and business
opportunities for packaging applications continue to increase. Although the Company has seen the
substitution of plastic for certain packaging applications, the movement toward renewable, recyclable
products is expected,to lead to additional demand for lighter weight, paper based consumer packaging
products. Demand for specialty printing products has been lower in part due to softness in retail,
automobile and home building segments as well as the postal rate increase in the United States. Given
its ability to produce lightweight printing and uncoated groundwood papers, the Company anticipates
it will benefit.from a move to lighter weight. papers, to reduce mailing costs. Commodity freesheet
markets appear to be stable in the face of wndespread market downtime and continued rationatization
of capacity.

i“raser Papers Inc,
11007 Second Quarter Results 3
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List prices for northern bleached hardwood kraft pulp continue their upward momentum as world
demand continues to be strong. However, hardwood pulp mlll start-ups in Asia and South Amenca are
likely to reduce pricing pressure. ‘
The housing market in the United States remains challenging with starts more than 30% below recent
peak levels. Mortgage defaults. in the sub-prime market are expected to continue and to lead to
increased inventories and low demand for new homes. The Company will continue to evaluate
sawmill downtime against the requirement for wood chips and biomass fuel for the paper operations.

Fraser Papers will continue to focus on reducing costs, increasing market share and improving
operating and financial results at all of its operations, The Company has scheduled its annual
shutdowns at the cogeneration facility in Edmundston, New Brunswick and the pulp mill in Thurso,
Quebec in October.

SECOND QUARTER CONFERENCE CALL

Fraser Papers’ second quarter investor conference call can be accessed by teleconference on Thursday,
August 2, 2007 at 9:50 a.m. (Eastern time) by dialing 1-877-871-4107 (toll free in North America) or
416-620-5683 (International). The call will be archived through September 30, 2007 and can be
accessed by dialing-416-620-5683 or 1-877-871-4107 and quoting the reservation number 21343466,
The conference call can also be accessed via web cast on the Fraser Papers web site at

www_fraserpapers.com.

e . UL N A N

Fraser Papers is an integrated specialty paper company which produces a broad range of specially packaging
and printing papers. The Company has operations in New Brunswick, Maine, New-Hampshire and Quebec.
Fraser Papers is listed on the Toronto Stock Exchange under the symbol: FPS. For more information, visit the
Fraser Papers web site at www.fraserpapers.com.

-30-
Contacts:
Peter Gordon - Glen McMillan
President and CEQ Senior Vice-President and CFO
(416) 359-8614 - (416) 359-8635

pgordon@toronto.fraserpapers.com gmcmillan@toronto. fraserpapers.com

Note: This press release contains forward-looking information and forward-fooking statements within the meaning of Canadian
provincial securities laws. These forward-looking statements include, among others, statements with respect to possible future
intentions, the possible success of price increase announcements, the Company’s expectations and estimations with respect
future market conditions, the Company's expectations with respect to its operations or various costs that could impact the
business, and the expected impact of specific events on financial results in fiture quarters. The words “anticipate”, “will",
“expect’, ‘“result’, “plan”, “continue”, “dpproximately”, ‘likely”, ‘can” and other expressions which may be predictions of or
indicate future events and trends and which do not relate to historical matters identify forward-looking statements. Refiance
should not be placed on forward-looking stalements because thay involve known and unknown risks, uncertainties and other
factors, which may cause the actual results, performance or achievements of the Company to differ materially from anticipated
future results, performance or achievement expressed or implied by such forward-looking statements. Factors that could cause
actual resuits, performance or achievements of the Company to differ matenally from those set forth in the forward-looking
statements Include general economic conditions, interest rates, availability of equity and debt financing, lower demand for
lumber, pulp or paper products, price increases or reductions for any products the Company sells, increases in costs of
production, decisions by political or regulatory bodies in Canada or the United States and other risks detailed from time to time
in the documents filed by the Company with the securities regulators in Canada. The Company undertakes no obligation to
publicly update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

Fraser Papers Inc,
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FRASER PAPERS INC. * "

INTERIN| CONSOLIDATED BALANCE SHEETS

JUNE 30, 2007

(unaudited)

(US$ miiliors)

Rule 12g3-2(b)
Exemption No. 82-34837

" Asat ' As at
Jun 30, 2007 Dec 31, 2006

Assets

Current assets:

L ' i.

$ 34 3 12.7

Cash and cash equivalents -

Accounts receivable . PRI o 81.7 106.2

Inventoy 124.6 118.3

Future income taxes 3.0 - 0.7

’ 2129 2379
Property, plant and equipment - 267.6 - 279.1
Other asseis 45.1 37.2
$ 5284 £ 5542
Liabilities and Sh_areholtiers’ Equity )
Current liabilities:

Accounts payable and accrued liabilities 91.3 863
Long-term debt (note 7) 78.3 © 666
Other liabilities 54.0 51.1
Future income taxes | . 19.0 : 18.3
Shareholders’ equity (hote 10) 285.8 331.9

] $ 5284 $ 5542
(See accor, :pbnying notes (0 ﬁndncial sr'atemems) I .
Fraser Paper: inc,
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FRASER PAPERS INC. R
INTERIM CONSOLIDATED STATEMENTS OF__OPERATIONS AND DEFICIT.H
JUNE 30, 2007 R

(unaudited) Three Months Ended Six Months Ended
e ‘ . o -t Jun 30 Jul 1 Jun 30 Jul l
(USS millions, except per share amounts) 2007 2006 2007 2006
Net sales : $ 1817 $§ 2077 $ 3561 $ 423.6
Loss before the following: 3 (180) § (89 % (20.6) $ (7.0)
Restructuring charges (ndte-3) {12.8) — . (12.8) ) —
Gain on sale of NB Timberlands (rote 4) — — : — 71.0
Losses from Smarnt Papers (note 5) — — — {107.4)
Closure of pulp mill (note 6) — — — . (50.3)
Othér Cono o [ % A v ) R 29
Interest income — . 1.3 - 0.3 2.6
Interest expense 2.0) 2.9 (3.6) (6.3)
Loss before depreciation and income taxes {32.1) (12,7 (35.4) (94.5)
Depreciation i (7.5) (19 {15.0) (16.1)
Income tax recovery (no!e 9) 2.0 2.3 2.7 13.9
Loss ~ : ' T ) o $ (376 % (183 $ T@nn £ (967
Loss per share {basic and fully diluted) b (1.28) $ (0.61) $ (1.62) $ (3.25)
Weighted average number of shares (thousands) 29,510 29,510 29,510 29510
Deficit
Balance, beginning of period - $ a7y 5 (126.6) $  (162.0) b (48.2)
Loss _ (37.6) (18.3) 47.7) (96.7)
Balance, end of period $ (2097 § (1449 $  (209.7) $  (1449)

(See accompanying notes to financial statements)

Fraser Papers Inc. .
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FRASER PAPERS INC.
INTERIN:CONSOLIDATED STATEMENT OF OTHER. COMPREHENSIVE INCOME
AND CUMULATIVE OTHER COMPREHENSIVE INCOME

JUNE 30, 2007

. (unaudited) S ; S Three Months Ended Six Months Ended

- _(US$ miiliors) : C Jun 30, 2007 - Jun 30, 2007
Loss - - $ (37.6) "3 “@rLn
Changes in unrealized net gains on cash flow hedges 0.9 . 1.3
Changes in unrealized net gains on lumber hedges (0.1) 0.2
Tax impact of above . 0.3 o (0.5)
Other comprehensive income - 05 S 1.0
Comprehersive loss $ 37.1) $ (46.7)

Cumulative other comprehensive income

Balance, beginning of period : 03 oot —
Transition «djustment — (0.2)
Other comprehensive income for the period 0.5 : 1.0
Balance, end of period b 0.8 s 0.8

(See accompanying notes to financial statements)

Fraser Papers Ine.
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FRASER PAPERS INC. B )
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS v A
JUNE 30,2007  ° « ¢.o¢ ik Ce T
(unaudited) - Three Months Ended ' Six Months Ended
o - -Jun 30 Jull Jun30 Jui 1
(US3 millions) 2007 2006 2007 2006
.. N ]
Cash provided by (used for):
Operating Activities o
Loss ’ o $ (37.6) $ (183) - $ 47.7) $ (96.7)
Itéins not affecting cash: . . _ i .
Depreciation R X 7.5 .19 15.0 16.1
Future income taxes (na!e 9) . o 0.9y 52 - (2.0) (15.7)
Restructunng charges (note 3} .' 12.8 . — 12.8 —
Gain on sale of NB Timberlands (note 4) Lo — — (71.0)
Losses from Smart Papers (note 5) N R — [ — 107.4
Closure of pulp mill {note 6) — —_— — 50.3
Employment benefit plan expense (note 8) 28 - 6.l v 54 R
Employment benefit plan funding (note 8) {8.1) (10.6) {14.6) (21.0)
* Other'i 1tems (note 5) ' . (2.5) . (18.2}) ‘ 2.0) (22.4)
) O (26.0) (27.9) _ @33.0) @19
Net change in non-cash working capital balances I_ : 44.6 . 253 249 5.0
, .. 18.6 (2.6) : (8.2) (36.9)
Investing Activities
Capital investments = o (9.6) ©(4.0) - (12.6) © (5.0)
Proceeds on sale of NB Timberlands (rote 4) E— ' — o —_ 94.0
| - C ‘ 9.6 4.0 (12.6) 89.0
Financing Actlvmes L. ) , ’ .
Borrowings under rcvo]vmg credit fac1]|ty o (0.5) [ . 115 —
Repayment of long-term debt (note 7) — (51.5) — (51.5)
Purchase of long-term debt (note 7) . .. . . —_ - (0.8) . g (25.9)
e (0.5) - (52.3) - 115 - (77.4)
Increase (decrease) in cash and cash cquwa]cnts $ 85 5 (589) - ‘ $ (9.3) $ (253)

net of bank indebtedness

{See accompanying notes (o ﬁﬁancia.’ statements)

Fraser Papers In¢.
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FIRASER PAPERS INC. y

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(LS$ milfions)

In these notes “Fraser Papers” -means Fraser Papers Inc. and all of its consolidated subsidiaries and
affiliates, and “Company” means Fraser Papers Inc: as a separate corporation,

Note 1. Basis of Presentation

These interim consolidated financial statements have been prepared using the same accounting policies
and methods as the consolidated financial statements of Fraser Papers for the year ended December 31,
2006, except for changes in accounting policies, which are described below. These interim consolidated
financial statements have been prepared in accordance with Canadian generally accepted accounting
principles (“GAAP™) for interim financial statements and do not contain all of the disclosures required for
annual financial statements. As a result, these interim consolidated financial statements shéuld be read in
ccnjunction with the consolidated financial statements of Fraser Papers for the year endéd December 31,
2006. These interim consolidated financial statements include any adjustments that are, in the opinion of
mainagement, necessary to fairly state the results of interim periods in accordance with GAAP.

Note 2. Changes in Accounting Policies )
Effective January |, 2007, the Company adopted new recommendations of the Cénadia_n Institute of
Chartered Accountants (CICA) under CICA Handbook Section 1530, Comprehensive Income, Section
3251, Egiiry,” Section 38535, Financial Instruments — Recognition and Measurement, Section 3861
Financial Instruments — Disclosure and Presentation and Section 3865, Hedges. With the exception of
thz reclassification of transaction costs, as described below, these policy changes ‘were adopted on a
prospective basis with no restatement of prior period financial statements.

As a result of the adoption of these new standards, the Company has classified its cash and cash
equivalents as held-for-trading for accounting purposes, which are measured on the balance sheet at fair
value. Accounts receivable are classified as loans and receivables and are recorded at amortized cost.
Cunvertible, term, preferred units (the “Units”) of Katahdin Paper Company LLC (“Katahdin™) are held
by the Company, do not have a quoted market price and are measured at cost. Bank indebtedness,
accounts payable and accrued liabilities and long-term debt are also measured at amomzed ‘cost and are
classified s other financial liabilities. ) '

Section 3855 also provides guidance on costs incurred upon issuance of financial liabilities. Transaction
costs are now deducted from the financial liability and are amortized using the effective interest method
over the expected life of the related liability. As a result, the carrying value of unamortized financing
costs of §1.9, as at December 31, 2006 relating to the Company’s senior, unsecured notes (“the Notes™),
przviously recorded in Other Assets, have been reclassified against Long-term Debt. These costs are
being amortlzed over the term of the Notes, Wthh are due in 2015 '

Hedge accounting, as outlined in Section 3863, requires that the Company document its risk strategy
otjectives and the relationship between the hedging instrument and hedged item. The Company is also
required to assess the effectiveness of the hedging relationship throughout its term and that it remains
consistent with the Company’s risk strategy.

Fraser Papers Ing.
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The effective portion of changes in fair value of derivatives that are classified as cash flow hedges is

recognized in other comprehensive-income. ‘Any gains or losses in fair value relating to the ‘ineffective
" portion are recognized immediately in net income. Amounts accumulated: in other comprehensive income

are reclassified into net'income as the hedged item affects income. '

When a hedging instrument exprres or is sold, or when a hedge no longer meets the criteria for hedge
" accounting, any cumulative gain or'loss existing in other comprehensive income remains until the
forecasted transaction is eventually recogmzed in net income. When a forecasted transaction is no longer
-expected to occur, the cumulative, gain or loss' that ‘was reported in other comprehensrve income is
immediately - transferred to net income,

Note 3. Closure of Paper Machines

During the second quarter, Fraser Papers announced a strategic decision to permanently shut down two
paper machinés and one off-machine coater at'its East Papers operations. As a result, Fraser Papers has
recorded a charge of $12.8 consisting of an impairment in property, plant and equipment of $9.0 and other
charges of $3.8. Additional charges of $5 3 will be mcurred as details of termination benefits are
finalized. . :

-Note 4, Sale of New Brunswick Timberlands

On January 31, 2006, the Company sold its timberland assets in New Brunswick (the “NB Timberlands™)
to Acadian Timber Income Fund (“Acadian” or the “Fund”), a newly formed income fund. The Company
“ was the promoter of the Fund. * - v . o Co o '

The sale of the NB Timberlands resulted in a gain of $71.0. Net proceeds were $125.0 and included $31.5
of securities representmg a 30% 1nterest in the equ1ty of the Fund, or a 22% interest in the Fund ona fully
diluted basis. .

On June 1, 2007 Fraser Papers filed notice with regulatory authorities its intent to pursue the sale of up to
all of its interest in Acadlan No secuntres of Acadran were drsposed of in the quarter. ~

At June 30, 2007, the net book value of the investment is nil. The investment is estimated to have a fair
market value of $38.1 {2006 — $28.7), based on quoted market prices at June 30, 2007. During the year
the Company received distributions’ of $l 3 (2006 $1.0) from Acadlan including $0.7 (2006 $0 8) in
the second-quarter.: ‘

Note 8§, Losses from Smart Papers

Smart Papers LLC and its afﬁllates (“Smart Papers”), filed for creditor protection under Chapter 11 of the
U.S. Bankruptcy Code, in the first quarter of 2006. As a result, Fraser Papers recorded a charge of $107.4,
in the second quarter of 2006 consisting of an impairment charge against its investment in Smart Papers
of $74.0 and provision of $33.4 related to receivables from Smart Papers and estimated accruals. During
the quarter and for the six months ended June 30, 2007, net payments of $0.7 and $0.8, respectively (2006
— $14.3 and $14.3) were made against the accrual. As at June 30, 2007 a balance of $6.5 remains unpaid
related to these accruais. !

Note 6. Closure of Berlin Pulp Mill
In the first quarter of 2006, Fraser Papers announced. the permanent shut down of its pulp mill in Berlin,

New Hampshire. As a result, Fraser Papers recorded a charge of $50.3 consisting of an impairment on
property, plant and equipment and other assets and various accruals.

Fraser Papers Inc.
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Note 7. Long-term Debt

Conea . co ‘ .
0.1 March 15, 2005, the Company issued Notes which bear interest at,8.75%. and are due in 2015. The
indenture agreement (“Indenture™) governing the Notes contains certain covenants, the more significant
of which include restrictions on the incurrence of additional indebtedness, sale of assets and reinvestment
of proceeds, mergers, creation of liens, payment of dividends and repurchase of the Company’s shares.

On June 1 2007, Fraser Papers announced an offer to purchase all of the oulstandmg No(es at a, purchase
price of 100% of the principal amount, plus accrued and unpaid interest. Under the terms of the Indenture,

the Company is required to make an offer to purchase substantially ,all of the Notes, with the excess
praceeds resulting from the sale of the NB Timberlands. A write-down of deferred financing costs of
$1.7, will be recorded as part of the purchase transaction. The offer explred on July 26,2007.

During the six months ended July 1, 2006, the Company purchaseci $3O 0 in prmcnpal amount of Notes in
the market, including $1.0 in the second quarter. The Notes were purchased for-$25.9, resulting in a gain
of $3.1, net of a write-down in debt issuance costs of $1.0. The net gain is reflected in the Consolidated
Statements of Operations. :

During the second quarter of 2006, the Company closed its tender offer to repay $66.0 in principal
anmount of the Notes. The Company repaid $51.5 of Notes to the public and cancelled $14.5 of Notes heid
by Fraser Papers. A write-down of deferred financing costs of $1.5, related to the repayments under.the
tender offer has been reflected in the Consclidated Statements of Operatlons and Statement of Cash
Flows. y

The Company’s $90.0 revolving credit facility matures in November 2008 and bears interest at market
rales. Borrowings under the facility are secured by a first charge against accounts receivable and
inventory. At June 30, 2007, $54.2 (2006 — $40.0) of this facility was utilized, $11.5 (2006 - $nil) for
opzrating bank loans and the balance in the form of letters of credit. Subsequent to the end of the second
quarter, the Company increased its revolving credit facility to $140.0. The $50.0 increase will mature on
Ncvember 28, 2007.

N¢ interest payments were made on long-term debt. i in the second quarter of 2007 (2006 — $1 3). For the
six months ended June 30, 2007, the Company made interest payments of $3.0 (2006 — $7.6).

Note 8 . Employee Benefit Costs

During the quarter, employee benefit expense for pensions and post retirement benefits totalled $2.8
(2006 — $6.1). For the six months ended June 30, 2007, employee benefit costs for pensions and post
ret rement benefits totalled $5.4 (2006 - $11.1). Employee benefit plan funding amounted to $8.1 (2006 —
$11.6) during the quarter and $14.6 (2006 - $21.0) for the six months ended June 30, 2007.

Note 9. . Income Taxes

Interim income tax expense is calculated based on expected annual effective tax rates.

Three Months Ended - - " Six Months Ended

Jun 30 Jul 1 : Jun 30 Jul'l

2007 2006 2007 2006

Current tax expense (recovery) $§ 03 $ 75, . $ 07 § (1..8)
Fut ire income tax expense (recovery) 2.3) (5.2) 3.4 15.7

Income tax expense {recovery) -5 (2.0) $ 23 . $ .(2.7) $§ 139

Frasir Papers Inc.
2007 Second GQuarter Results 29




During the quarter and six months the Company pald $0.4 on income and income- related taxes (2006 -
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$0.5 and $1.0, respectively). p C . ‘ , . NN
T T
Note 10, Shareholders’ Equity
Ve . . . . .l -As at Jun 30 _As at Dec 31
_ 207 2006
Common shares — 29,509,876 outstanding $ 490.0¢ $  490.0
Contributed surplus _ 4.7 39
Accumulated othéer comprehenswe mcome o ‘ - 0.8 ' -
Deficit | "‘ i (209.7) (162.0)
$ 285.8 $ 3319
Note 11. Commitments and Contingenéies
Commodity Hedges

At the end of the quarter, Fraser Papers held lumber furures contracts representmg approximately 13.2
million board feet of lumber (2006 — nil). These contracts mature in the third quarter and are highly
effective at mitigating the impact of changing lumber prices. Accordingly, no amount has been reported
in the Statements of Operations. An unrealized gain of $0.2 has been reported in Other Comprehensive
Income. No gains’were realized during the quarter or during the six months.ended June 30, 2007 (2006 —
$0.7 and §1.0, respectively). These contracts effectively fix the selling price on a portion of Fraser Papers

lumber” productlon and are des:gnated as a hedge against a port:on of ﬁlture lumber sales :

r
'

Foreign Exchan ge Hedges

As at June 30, 2007, the Company has forward forelgn exchange contracts outstandmg of CAD$54 0
(2006 — CAD$57.0), which are designated as a fair value hédge "against certain ‘Canadian ‘dolldr-
denominated net monetary liabilities. The Consolidated Statements of Operations include a realized gain
of $4.3'(2006 —$2.2) on'matured forward foréign exchange contracts and an unrealized gain of $0.3 (2006
—0.7yon outstandmg contracts. Thése realized 'and unrealized gains or losses are offset by realized and
unrealized gains or losses on the net monetary liabilities being hedged. °

Fraser Papers also has net forward foreign exchange contracts of $4.3 (2006 = $20.7), which are
designated as a hedge against future Canadian dollar cash flows. These contracts have varying maturity
dates, with the last contract maturing during 2007. The Consolidated” Stateients -of Operations include a
realized gain of $0.7 (2006 — $0.1) on matured forward foreign exchange contracts. An unrealized gain of
$1.0 is recorded in Other Comprehensive Income. These contracts effectively fix the exchange rate at
which certain future Canadian dollar-denominated cash flows will be incurred.

Guarantees

Norbord Inc. (“Norbord™) has provided guarantees for certain obligations of Fraser Papers under a
financial commitments agreement. The maximum potential amount of the obligation guaranteed is
estimated to be $5.6.

Note 12, Related Party Transactions

Brookfield Asset Management Inc., and all of its subsidiaries (“Brookficld”), are related as a result of
Brookfield owning a significant equity position in the Company. Acadian is a related party by virtue of
the Company’s equity holdings in the Fund. All related party transactions are recorded at the exchange
amount.

Fraser Papers Inc,
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During the quarter and the six months, Fraser Papers purchased approximately $1.5 and $3.1, respectively
(2006 ~ $2.7 and $7.4) of electricity from Brookfield and its affiliates. Included in accounts payable and
accrued liabilities is $0.4 (2006 — $1.1) related to these purchases.

Freser Papers has invested in Units of Katahdin, an indirectly, wholly owned subsidiary of Brookficld.
The Units earn a preferential cumulative distribution of 5% per annum. Cumulative distributions accrued
on this investment amount to $1.8 (2006 — $1.5). The investment is accounted for using the cost method
and! is included in other assets.

Du:ing the quarter and the six months, Fraser Papers earned a management fee of $1.8 and $3.6 (2006 —
$1.3 and $3.8) from Katahdin and $1.8 (2006 — $2.1) is included in accounts receivable.
During the quarter and the.six months, Fraser Papers sold $0.9 and $2.2.(2006.— $0.1 and $0.5)-of goods
and services to Katahdin. $0.9 (2006 - $2.0) is included in accounts receivable.

Fraser Papers entered into a 20 year Fibre Supply Agreement with Acadian. During the quarter and the six
months, purchases of fibre from the Fund amounted to $3.1 and $14.8, respectively (2006 — $3.3 and
$11.8, respectively). In addition the Company’s equity interest in the fund generated distributions of $0.7
(2006 — $0.8) during the quarter and $1.3 (2006 — $1.0) for the six months ended June 30; 2007. Fraser
Pap:rs has a payable of $1.6 (2006 £0.1) owmg to:Acadian, as at June 30,:2007:

Brookfield has provided the Company with a facnhty with a not10na1 amount of $150.0: to enter into
forward foreign exchange contracts as part of the Company’s hedging activities. At June 30, 2007, the
Comipany has entered into forward foreign exchange contracts .of CAD$54.0 (2006 ~ CAD$57.0) as- a
hedye against certain Canadian dollar-denominated net monetary liabilities and $10.9 (2006 — $20 7)asa
hedge against future Canadian dollar cash flows, under this facility. N

Not«: 13. g - Segmented lnfo}'mati(;n '

In de termmmg 1ts reportable segments, Frascr Papers con51ders that it is an lnlegrated producer of paper
and pulp as its principal business. Its sawmill operations are an integral part of its overall business as
these facilities provide fibre for the internal production of pulp, . - Lo :

Note 14. - Comparative Figures T
Certzin comparatwe fi gures have been rec13551ﬁed from those prevnously presented to conform-to the
curreat year's presentation., . SN P
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Rule 12g3-2(b)
Exemption No. 82-34837

MANAGEMENT'S DISCUSSION AND ANALYSIS

August 1, 2007

This Management’s Discussion and Analysis (“MD&A”) should be read in conjunction with the
accompanying unaudited interim consolidated financial statements and notes thereto for the period ended
June 30, 2007 as well as the Management's Discussion and Analysis and the audited financial statements
for the year ended December 31, 2006. In this MD&A, “Fraser Papers”, “we”, “our” and “us” mean
Fraser Papers Inc. and all of its subsidiaries while “Company” means Fraser Papers Inc. as a separate
coporation. “Brookfield” means Brookfield Asset Management Inc. (a related party by virtue of a
significant shareholding in the Company) and all of its subsidiaries. Subsequent to the end of the second
quarter, Brookfield acquired additional common shares of Fraser Papers which brings their total common
shiire ownership of the Company’s outstanding shares to 56%.

EEITDA, net debt, net debt to net debt plus equity, and cash costs are non-GAAP measures described in
the Definitions section. Non-GAAP measures do not have any standardized meaning prescribed by GAAP
ani are therefore unlikely to be comparable to similar measures presented by other companies. There are
no directly comparable GAAP measures to any of these measures. A quantitative reconciliation of each
n0.1-GAAP measure to the nearest comparable GAAP measure is provided at the end of this
Munagement'’s Discussion and Analysis. All financial references are in U.S. dollars unless otherwise
noied.

OVERVIEW

Freser Papers is executing a comprehensive turnaround of its financial and operating affairs. Despite
stasle markets for its specialty paper products, the second quarter results were negatively impacted by a
significant planned maintenance outage at its Edmundston, New Brunswick sulphite pulp mill and annual
maintenance outages at its paper mills in Madawaska, Maine and Gorham, New Hampshire. Also
impacting results were market-related downtime on a number of paper machines and at our sawmills, as
well as high energy costs and the stronger Canadian dollar. Continued weak housing markets have
depressed demand for lumber and other building products. Results from our lumber operations, which are
integrated with our core pulp and paper operations in order to provide a secure supply of wood chips and
biomass fuel, continued to provide negative results.

STRATEGY

Our long term business strategy involves:

. Focusing on value-added products, with an emphasis toward specialty printing and packaging
applications;

. Continuing to provide superior custoemer service and technical support while delivering high
quality specialty papers;

. Continuing innovation and development of new products to support ongoing growth of our
business;

. Achieving operating excellence that surpasses industry benchmarks for efficiency, energy

consumption and fibre costs at all our facilities; and

. Maintaining a cutture focused on execution and performance.

Fraser Papers Inc.
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In addition to these key strategic initiatives, Praser Papers will continue to look for opportunities to grow
its specialty paper franchise opportunistically, based on value. The Company has significantly narrowed
its operational focus.in recent years such that future growth can be specifically targeted to Fraser Papers’
core business.. S . S : e

Fraser Papers’ core business is specialty.papers with.the capacity to produce 610,000 tons of freesheet
and groundwood papers annually at two locations. We recently announced plans to permanently close an
off-machine coater and two uncoated freesheet- paper machines in the third quarter of 2007 at the
Madawaska, Maine paper mill to target our focus on specialty packaging and printing papers. Fraser
.. Papers also operates three pulp mills and four lumber mills to secure a reliable supply of raw materials to

the paper makmg process :

»
AL

MARKET FOCUS AND COMPETITIVE ADVANTAGE

Fraser Papers competes, in specific market segments where we can utilize our capability in the

_ manufacture of lightweight freesheet and groundwood papers for a number of specialty applications. Our
focus is on select printing and consumer packaging applications. Typically, these discrete market
segments are small relative to the broader North American commodity markets and are a good match for
our paper machine capabilities and capacities. The particular markets that we are currently focused on are
generally between 100,000 to 1,000,000 tons in size and provide Fraser Papers with the. opportunity to
have an influential market share. Approximately 75% of our 610,000 tons of annual production are in
these markets today. Over time, we seek to grow the volume of business we have ‘in these core paper
markets where we feel we can achieve the best margins. These market segments involve food and other

" consumer packaging paper grades, financial printing and other lightweight freesheet papers, and hi-bright
and specialty groundwood papers.

In the second quarter, Fraser Papers announced three strategic initiatives that will lower costs and
continue to focus our manufacturing capability toward specialty papers.

. Permanent closure of two freesheet paper machines at our Madawaska, Maine paper mill which
represents approximately.15% of the paper mill’s capacity. These closures are corisistent with our
strategy of focusing on value-added products and surpassing industry benchmarks for efficiency
by transferring specialty freesheet to more efficient paper machines at the Madawaska facility and

. reducing commodity fregsheet production. -

e Permanent closure of an off-machine coater for coated groundwood products at our Madawaska,
Maine paper mill. This closure is aligned with our strategy of focusmg on value-added products
by exiting lightweight coated commodlty groundwood products for which we are non-
competitive. The closure w1Il also i ncrease our capacﬂy of specialty groundwood and lightweight
prmtmg grades

o . Closure of an oil-fired boiler and turbme in the Edmundston, New Brunswick pulp mill, which
will improve our operating excellence. The closure will reduce o0il consumption by 3.5 mllhon
gallons per year, resulting in $4 million in energy savmgs and lower greenhouse gas emissions by

. 35%.. : .

The Company estimates annual savings from these initiatives to be $14.million per year. -

Fraser Papers also completed a 21 day major maintenance outage at its Edmundston, New Brunswick
sulphite pulp mill. The outage included $9.2 million in capital spending to rebuild the recovery boiler at
the integrated pulp mill and increased maintenance, other costs and downtime of $8.9 million during the
quarter. This outage supports our strategy of surpassing industry benchmarks for fibre costs by increasing
internal pulp production by 8% over 2007 year-to-date levels. The increased throughput will enable the
Madawaska paper mill to displace purchased fibre with expected annual savings in excess of $3 million.

Fraser Papers Inc.
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OPERATING INITIATIVES AND MARGIN IMPROVEMENT INITIATIVES

Fraser Papers continues to focus on achieving better ‘performance across all operations including
thioughput, process efficiencies and lowest possible cost structure in order to produce papers that we can
sell profitability into growing market segments. Fraser Papers has had a margin improvement program in
plice for many years, which has successfully reduced costs. Over the past three years, nsmg mpul costs
an] foreign exchange factors have more than offset margln lmprovemenl initiatives.

Three months ended ) Six months ended
S Jun30 - Mar3t il “Jun 30 - Jul'l
. o ' 2007 . 2007 - 2006 - 2007 . 2006
Paper operations Py : :
EBITDA®" (USS mittion) (12.4) 26 (7.1 9.8) 3.9
Less: Impact of outages, .°; - . " {00)." - . - (0. - (7.0) (10.1) (7.0)
Adjusted EBITDAY (2.4) 2.7 0.1y 0.3 3.1
Adjusted EBITDA Margin (S per ton)’ {16) - 18 - - | 9
Adjusted Average Cash Cost'" ($ per ton) ' 927 ' 905 873 - 916 856
Pulp operations -« : : St ey : o -
EBITDA" (us tillion) S 02 - 16 v (29 1.8 . (75
Less: Impact of Berlin pulp mill s TSI O — (1.6) = 4.1
Less: [mpact of pulp hedges = —_— {0.8) - — - (1.3)
Adjusted EBITDA® ) 0.2 . 1.6 (0.5 1.8 2
Adjusted EB]TDA Margin (3 per tonne) i .3 Co 29 (N .. 16-, . . (15)
Adjusted Average Cash Cost'” (§ per tonne) 530 - 496 459 .o 314 . .495
Luraber operations
EBITDA (US$ million) . (5.8) (6.8) 1.1 (12.6) .20
Less: Impact of duties refund . e - 32 — 32
Adjusted EBITDA® T (5.8) ' (6.8) ) (12.6) (1.2)
Adjusted EBITDA Margin ($ per Mmbfm) . (6d4) , (96) . , (20).. - (78) . ()]
‘Adjusted Averagé Cash Cost"" ($ per Mmbfm) 326 © 376, 339 348 334
(1 See “Definitions” section '
(2) AdJlISlEd EBITDA has been adjusled for outages, the Bertin pulp mlll pulp hedges and duties refund

5 -

Fra,er Papers’ generated an EBITDA loss of $18.0 million in the second quarter of 2007. The paper
Operatlons generated an EBITDA loss of $12.4 million, the pulp operations generated an EBITDA of $0.2
mil ion and the lumber operatlons generated an EBITDA Ioss of $5.8 million.
After adjusting for the $10. 0 million cost assouated W1th the Edmundston sulphlte pulp mill outage, the
annyal paper machine maintenance outages and the paper machine market- related downtime, paper
ope:ations in the second quarter of 2007 generated an EBITDA loss of $2.4 million, a decline of $5.1
million from the adjusted first quarter of 2007. The impact of the stronger Canadian dollar, higher fibre
and oii costs and lower productivity levels accounted for the difference. After adjusting for $7.0 million in
add: tional costs associated with the unplanned outages in' the second quarter of 2006, the EBITDA in the
second quarter of 2007 was a decline of $2.3 million from the adjusted second quarter of 2006. Paper
pricing, with the exception of lightweight coated groundwood pricing, has improved in 2007 due to
imp:oved demand, and our targeted focus on specialty papers led-to improved sales mix. However,
avelage cash cost in the paper business increased due to purchased fibre and energy pricing and the
.strength of the Canadlan dollar. .

Pulp operations’ EBITDA declined $1.4 million compared to the first quarter of 2007 with the average
cash cost increasing $34 per tonne due to the strength of the Canadian dollar. EBITDA in the second
quarter of 2007 has improved by $0.7 million over the adjusted EBITDA of the second quarter of 2006
due to an increase in benchmark pricing by 9% or $55 per tonne partially offset by the strong Canadian
dollur.

Fraser Papers Inc.
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Lumber operations’ EBITDA improved by $1.0 million compared to the first quarter of 2007. After
adjusting for the $3.2 million benefit of duty refunds in the second quarter of 2006, EBITDA declined by
$3.7 million due to weak lumber markets as a result of slower North American housing demand. The

'lumber market has deteriorated since the second quarter of 2006 with weak demand and benchmark

pricing down 14% or $52 per Mmbfm.

Fraser Papers’ margin improvement initiatives focus on the year-over-year improvements in EBITDA
assuming constant exchange rates and commodity prices. The margin improvement program generated
$12.0 million in the first half of 2007, when compared to the first half of 2006. Improvements were
derived primarily from improved sales product mix from strategic sales and marketing initiatives and
improved fibre utilization.

- ' 2007 YTD Margin

- _PRE-TAX USS MILLIONS " = - R S e - Improvements
Sales Mix Optimization , . L $ 6ld
Sales and Production Volume : . o (2.0)
__Cost Reductions , . oo 7.9
Total K % 120

These initiatives served to only partially offset significant cost pressures from fibre, energy, chemical

- costs and market-related shutdowns, which totaled $21.5 million in the first six months 'of 2007.

At

2007 YTD Uncontrollable

PRE-TAX US$ MILLIONS . Cost Pressures
" Increased fibre pricing a 8 (84)
Increased energy pricing i S b : - T {4.1)
Increased chemical pricing - ‘ ‘ ' ' : B {1.4)
Market related shutdowns _ » T {7.6)

Total _ £ (215

GROWTH INITIATIVES

Repayment of Senior Notes

In the second quarter, the Company determined that it would not be proceedlng with the planned
acquisition of Katahdin Holdings LLC. As a result of the termination of the’ purchase, the Company
tendered for all of the outstandmg '8.75% Senior Notes. The closing will take place on August 3, 2007. A
write- down of deferred financing costs of $1.7 million will be recorded at that time. Subsequent to the
end of the second quarter, the Company secured bridge financing from its current lenders to finance the
repayment. The bridge loan matures in November 2007.

The Senior Notes were scheduled to mature in March of 2015.

Fraser Papers Inc.
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SUMMARY OF QUARTERLY RESULTS

Loss per

_ o . . , share {basic and
_uss MILLIONS, EXCEPT FER SIARE AMOUNTS . Net Sales . Loss diluted)
2007 ' : L
2" Quarter $ 1817 $ (37.6) $ (1.28)
1st Quarter 174 4 (10.1) {0.34)
2006 - o = : C 4
4™ Quarter : $ 1872 . . $(11.0) : $ - (0.40)
. 3™ Quarter : L 185.1 v (6.1) ' 0.21)
. 2™ Quarter _ L 4 2077 (18.3) N (1X:1))
1* Quarter 2159 (78.4) : . (2.64)
2005
4" Quarter : $  219. $ (21.5) $  (0.75)
3™ Quarter 226.3 (5.7) (0.16)

OPERATING RESULTS

Net sales for the second quarter of 2007 were $181.7 million, as compared to $174.4 million in the' first
quarter of 2007. The increase was due to higher lumber volumes,

Thz loss for the second quarter of 2007 was $37.6 million, as compared.to a loss of $10.1 million in the
first quarter of 2007. The increased loss of $27.5 million is due to the effects of the Edmundston sulphite
pulp mill outage and the associated costs of the permanent closure of two paper machines and an off-
machine coater at the Madawaska mill.

As a result of the closures, Fraser Papers recorded a restructuring charge of $12.8 million of which $12.6
million are non-cash charges related to the impairment of assets, retirement costs and other charges.
Additional charges of $5.3 mullion will be incurred as details of termination: benefits are finalized, of
which $3.7 million will be nen-cash.

Ne: salés for thé second quarter of 2007 were $181.7 million, as compared to $207.7 million in the second
querter of 2006. The decrease was mainly attributable to the poor lumber markets and the associated
lower revenues and market downtime.

The: loss for the second quarter of 2007 was $37.6 mllllon as compared to a ]oss of $18.3 million in the
second quarter of 2006. The increased loss of $19.3 million is du¢ to the effects of the Edmundston
sulphite pulp mill outage and the associated costs of the permanent closure of two paper machines and an
off-machine coater at the Madawaska mill. The second quarter of 2006 1ncluded pre-tax costs of $7.0
million related to unscheduled downtime at the pulp mill in Edmundston

Net sales by segment for 2007 and 2006 were as follows

Three months ended Six months ended
Jun 30 Mar 31 Jul ] Jun 30 Jul 1
US$ M LLIONS 2007 2007 2006 2007 2006
Paper $ 181.7 $ 1744 § 207.7 $ 356.1 $ 4193
Timbher n/a n/a nfa n/a 6.7
Inter-segment — —_ —_ — 2.4)
Total $ 181.7 $ 1744 $ 2077 $ 356.1 § 423.6

Frase: Papers Inc,
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EBITDA by segment was as follows:

Three months ended Six months ended

CyeJun30 . Mar 3l Jul | Jun 30 Jut 1

1SS MILLIONS ) 2007 2007 2006 2007 2006

" Paper : x L 8(18.0) $ (2.9) -89 § (20.6) $ (949
Timber ’ s . -n/a " nfa n/a nfa ' 24
Total . $(18.0) . § (2.6) 3 (89 $ (20.6) $ (7.0)

In the second quarter, the Paper segment generated an EBITDA loss of $18.0 million, a decrease of $15.4
million from the first quarter. The decrease is’atiributdble to the planned Edmundston sulphite pulp mill
outage, planned annual paper machine maintenance outages, paper machines market-related downtime
and the impact of higher energy and a stronger Canadian dollar.

Reahzed paper pr:ees dec]med by $22 per ton or 2% compared 1o the first quarter when a product mix
included strong shipments of financial printing papers. In addition, sellmg prices for lightweight coated
groundwood products fell in the second quarter. Prices for Fraser. Papers’ northern bleached hardwood
kraft pulp (“NBHK?”) declined by 1% due to increased volume of internal pulp sales for the East Papers
outage. Lumber pricing remains at depressed levels leading to widespread industry downtime. Cost

_ pressures in all of our operations continued as the combined effect of higher chemical and energy costs
resulted in an estimated $3.2 million increase in costs, as compared to the second quarter, of 2006. (See
discussion it "Business Segments™)

Deprecnatlon expense was $7.5 million in the quarter as compared to $7.9 million in the comparable
period in 2006.

LIQUIDITY AND CAPITAL RESOURCES

Operating and mvestlng cash ﬂows

During the quarter, cash flow from operations after changes in working capital was an mﬂow of $18.6
million as compared to an outflow of* $2.6 million during the same quarter of 2006. During the second
quarter, Fraser Papers reduced working capita] by $44.6 million primarily in the form of log inventory
afier the seasonal spring build-up in the first quarter, lower paper inventories and a reduction in trade
receivables. In addition, pulp inventory build-up ahead of the shutdown in Edmundston was reduced
during the quarter. Operating cash flow before changes in working capital in the second quarter improved
marginally compared to 2006.

Net debt and Capital Resources

Long term debt of $78.3 million includes $68.5 million of senior, unsecured notes, which bear interest at
-8.75% and are due in 2015, net of transaction costs of $1.7 million. The indenture agreement governing
the notes contains certain covenants, the more significant of which includes restrictions on the incurrence
of additicnal indebtedness, sale of assets and reinvestment of proceeds, mergers, creation of liens,
payment of dividends and repurchase of the Company’s shares. The remaining $11.5 million in long term
debt consists of borrowings under the Company’s committed, revolving credit facility. Borrowings under
the $90 million facility are at market rates. At quarter end, an addmonal $42.7 mllllon of this facility was
utilized in suppon of letters of credlt

During the second quarter, the Company announced it would be tendering to purchase the outstanding
8.75% senior notes pursuant to a provision of the indenture goveming the notes. The tender offer closes
August 3, 2007. Subsequent to the end of the second quarter, the Company increased its revolving credit
facility with CIT Business Credit Canada Inc. from $90 million to $140 million. The $50 million increase
will be for a 120 day period on substantially the same terms as the Company’s existing facility. The
increased amount provides the Company with sufficient liquidity to redeem the outstanding senior notes.

Fraser Papers Inc.
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During 2006, the Company reduced its total long-term debt by $79.0 million. Net debt as of June 30, 2007
was $74.9 million resulting in a net debt to net debt plus equity ratio of 21%.

I!i

CAPITAL INVESTMENTS

For the quarter capital investments totaled $9.6 million compared to $4.0 million in the second quarter of
2006. The increased spending was due to the planned rebuild of the recovery boiler at the Edmundston
pulp mill facility. The rebuild will increase production and reduce the Company’s requirement to
purchase external pulp at htgher cost.

. EMPLOYEE BENEFIT PLANS

Eriployee benefit plans funding was $8.1 million in the second quarter of 2007, a decrease of $2.5 million
frem the comparable period in 2006. The decrease is due to a lower funding requirement for the U.S.
plans and a better overall funded position. During the quarter, the Company was denied regulatory
aporoval to defer funding on certain of its pension plans and made a one-time, retroactive payment of
$4.2 million in the second quarter. The ‘Company is in the process of appealing the decision. If the
Cocmpany is successful in appealing the decision, future funding requitements for certain pension plans
will be lower. ! {

Employee benefit plans funding was-$14.6 million in the first $ix months of 2007, a decfcase of $6.4
million from the comparable period in 2006. The decrease is due to lower funding requirement ‘for the
U.S. plans.

Benefit plan expense for the quarter was $2.8 million as compared to $6.1 million in “the comparable
quarter in 2006. The reduction of $3.3 million is mostly due to improved returns from invested assets. The
Ccmpany also recorded additional benefit plan expense, of $2.4 million as a result of the Madawaska
paper machine closure. This expense was recorded in the financial statements as part of the $12.8 million
restructuring charge.

" CONTRACTUAL OBLIGATIONS

The following table presents the total contractual obltgattons for Wthh cash ﬂows are fixed or
determinable as of June 30, 2007: ' o

Lessthan . Onete _ Fourto  After five

_US$ MILLIONS ' Total one year three years five years years
Det $ 783 5 — $ 115 $ — 3 668
Op:rating leases 1.2 0.6 06 ., — —
Puichase obligations 1.7 7.7 L= . — —
Toal contractual obligations $ . 872 . $§ 83 $ 121 §, — $ 668

Obligations under operating leases include future payments for office facilities and equipment leases. The
puichase obligations are commitments for the purchase of energy and raw matenials.

Norbord Inc. (the former parent company of Fraser Papers) provides guarantees for certain obligations of
Fraser Papers under a financial commitments agreement. At June 30, 2007, the maximum potential
amount of the obligations guaranteed was estimated to be $5.6 million. These guarantees have not been
included in the table above.

HEDGING ACTIVITIES

Frem time to time, Fraser Papers will entér into arrangements to fix the future price for certam products
or 1o fix the exchange rate on certain of its Canadian dollar-denominated cash flows.

Frasz2r Papers Inc.
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Effective January 1, 2007, the Company adopted new recommendations of the Canadian Institute of
Chartered Accountants - (CICA) under ‘CICA Handbook Section 1530, .Comprehensive dIncome, and
Section 3865, Hedges. These policy changes were adopted on a. prospective basis with no-restatement of
prior period financial statements.

As a result of the adoption: 6f these new standards, ‘changes in the value of instruments reported at fair
value and fair value hedge derivatives are recognized in income. Changes in the value of derivatives
designated as cash flow hedges are recognized in Other Comprehensive Income until the mstrument is no
longer recognized or impaired and is recognized in income.

During the first quarter of 2007, Fraser Papers entered into futures contracts to deliver 13.2 million board
feet of lumber at fixed prices. These contracts are still outstanding with maturity in the third quarter of
2007, No realized gain or loss has been reported. Unrealized gains of $0.2 million on these contracts have
been recorded in the Statement of Other Comprehensive Income. At July 1, 2006, there were no
outstanding lumber futures contracts outstanding.

The Company enters into forward contracts to fix the exchange rate on its Canadian dollar-denominated
net liabilities and certain Canadian dollar cash flows. In the quarter, the Company recognized $5.0 million
of gains on these contracts. At June 30, 2007, the unrealized gains on these contracts amounted to $1.3
million. Realized and unrealized gains or losses on Canadian dollar-dominated net liabilities hedges and
realized gains or losses on cash flow hedges are recorded in the Statement of Operations, in the same
manner as the realized and unrealized gains or losses on the net monetary liabilities and realized gains or
losses on cash flows being hedged. Unrealized gains or losses on cash flow hedges are recorded in Other
) Comprehenswe Income, until such time that the Canadlan dollar cash flows being hedged are realized.

BUSINESS SEGMENTS ;

Paper Segment

The Paper segment is comprised of 13 paper machines at two locations, one market pulp facility, two
internal pulp facilities and four sawmills. Fraser Papers announced the permanent closure of two paper
machines at its Madawaska, Maine paper mill, which will occur in the third quarter of 2007.

Products include specialty packaging and printing papers, commodity freesheet papers specnalty
groundwood papers, lightweight coated groundwood papers and towel, as well as hardwood pulp and
softwood lumber. Following the closure of a groundwood coating line effectwe June 1 2007, the
Company will no longer manufacture lightweight coated groundwood.

The followmg isa summary of ﬁnancual mformatlon for the Paper segment:

'
'

Three months ended Six months ended
Jun 30 Mar 31 RN 171 I Jun 30 Jul 1
. ‘ ‘ 2007 2007 2006 2007 2006
Net sales . . $ 1817 $ 1744 $2077 $ 356.1 3 4193
EBITDAY . (18.0) 2.6) (8.9) (20.6) (9.4)
Depreciation . 7.5 7.5 7.9 15.0 16.1
Capital investments 9.6 3.0 4.0 12.6 5.0

0]} See “Definitions™ Section.

The Paper segment is broken into three 6perati0ns: Paper, Pulp and Lumber.

Fraser Papers inc.
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Paper Operations o , T

Paper operations are compnsed of the following product groups: specialty packaging, specialty printing,
coinmodity freesheet papers, specialty groundwood, lightweight coated groundwood, and towel.

Three months ended Six months ended

Jun3b ;. Mar3l. Jull -, Jun 30 Jul 1
L - 2007, ... 2007 2006 2007 ,2006
Salc:s (USS millions) o . 1389. . 1419 1505 . 280.8 297.6
EBITDA (USS$ millions) (12.4) , 2.6, (1.1} . (9.8) (3.9)
EBITDA (Sperton) ' (83) 17 . (43) {3y 12
EBITDA margin®” ' _ %) - 2% (%) (3%) . (1%)
Shipments (000 1ons) -
Specialty packaging : " 9 - 17 1T - 36 T34
Specialty printing 57 69 - 79 " 126 157
Commodity freesheet papers by ] 18 i3 38
Specialty groundwood - - o 35 ' <31 28 66 55
Lightweight coated groundwood R B - 12 .- . 15 20 32
Towel ; , .9 R LRI 9 18 19
- 1500 .. 149 . r 166 299 335
Average Revenue Realized (3 perton) , . . C ] )
Specialty packaging - 1,148 . 1,160 1,135 . 1,154 1,132
Specialty printing 987 987 . 93l 987 923
Commodity freesheet papers 849 - 868 817 - 8% 775
Specialty groundwood ., .. Boe C.. 850 758 826 745
Lightweight coated groundwood . C705 748 748 730 779
Towel 788 772 769 780 772
Weighted Average ($ per ton) . 916 .. 938 -, 885 927 876
Avurage Cash Operating Cost (§ per ton) 994 ' .906 915 950 877
Refzrence Prices (§ per ton)”
50# offset rolls - C 828 - - 8277 " 836 828 792
34# no. 5 rolls- ‘ 888 907 991 898 1,001
22.1# white directory ' : ‘765 765 720 765 - 718
n EBITDA Margin is EBITDA as a percentage of Sales, . ' ' o <
2) Reference prices are from RISI, Inc. (“"RISI™).

Market conditions for specialty groundwood and specialty packaging grades continue to be healthy for
Fraser Papers. and we also experienced the effects of the end of the peak financial printing season for
specialty printing. However, conditions continued to weaken in the coated groundwood segment. On the
un:oated groundwood, product mix changes resulted in lower net realizations compared to the first
quarter. These Situations were reflected in a $22 per ton or 2% price decrease realized compared to the
first quarter of 2007. Average benchmark pncmg for’commodity uncoated freesheet (50# offset rolls)
increased modestly by $1 per ton, over the previous quarter to a level of $828 per ton.

Friser Papers' strategy is to targot market scgmcnts where the Company can achieve a meaningful or
leadership position and where we can match our technical competencies with the demand for lightweight
frezsheet papers. In 2006, Fraser Papers had approximately 82% of its freesheet paper sales that fit this
deucription, and the strategy is to transition the balance into new or existing specialty market segments.

Fra: er Papers Inc. -
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Specialty packaging products are used for food applications which contain both stain resistant and non-
stain resistant packaging papers. Fraser Papers has the ability to meet tight technical standards for
applications such as pet food bags and dry mix consumer pouches and bags. Fraser -Papers' packaging
volumes increased by 2,000 tons compared to the first quarter of 2007 due to increased non-stain resistant
products. Specialty packaging pricing and revenue realized -in the second quarter of 2007 decreased
modestly over the first quarter of 2007 due to a product mix which had‘a slrght bias toward non-stain
resistant products wrth lower pncmg

Specialty printing papers includes products that are characterized bj,r'tight technical specifications and
niche applications including labelling and thermal point-of-sale receipts as well as lightweight opaque
grades for financial printing applications. Fraser Papers’ specialty printing papers business volumes
declined by 12,000 tons compared to the'first quarter of 2007 due to the end of the peak financial printing
season in the second quarter. Furthermore, the softness reported by the North American retail, home
building and automobile manufacturing segments has dlrcctly reduced demand for bar code label and
point-of-sale applications,

Commodity freesheet papers are a key focus of e¢fforts to bottom-slice unprofitable grades and customers.
However, in the second quarter, the volume for commodity. freesheet increased by 11,000 tons over the
first quarter due to shipments of Forest Stewardship Council ("FSC") tradebook papers produced.at the
. Gorham paper mlll The Gorham mill received its FSC certification earlier in 2007. A portion of the FSC
certified papers was used in the production of 1he U.S. hardcover edition of Harry Potter and the Deathly
Hallows. Even with the large order in the second quarter, for the first six months of 2007, volume of
commodity. freesheet grades declined by 13% over the first six months of 2006 as Fraser Papers continued
to narrow its focus on higher margin specialty packaging and printing paper products in strategic markets.

Fraser Papers’ shipments of specialty groun'dwood products increased by 4,000 tons from the previous
quarter. This was a result of the substitution of certain financial printing applications from a freesheet
product to an uncoated groundwood product. Compared to the first quarter, however, average revenue
realized was $44 per ton lower due to a strong financial printing product mix in the first quarter. Average
benchmark pricing for uncoated groundwood (22.1# white directory) remained steady at $765 per ton.

Weak demand and reduced pricing for lightweight coated groundwood papers continued in the second
quarter reflecting weakness in print advertising activity. Average benchmark pricing for coated
groundwood (34# no. 5 rolls) declined by 2%, or $19 per ton, over the previous quarter to $888 per ton.
Fraser Papers announced its exit from this market during the second quarter of 2007.

In'the second quarter, Fraser Papers took the necessary steps to further improve the operating
‘performance at its papet operations. Specifically, Fraser Papers completed a major maintenance outage at
its Edmundston sulphite pulp mill to increase the production of internally-generatéd fibre to its paper
machines. We also completed annual maintenance ‘at the Gorham, Néw Hampshire paper mill, including a
major overhaul on one paper machine-in order to improve its operating efficiencies. Additionally, Fraser
Papers has a company-wide initiative to improve operating performance at all of its mills. These
initiatives are expected to improve throughput and the cash cost of operations. (See discussion in
“Forward-looking lnfonnanon”)

Three months ended June 30, 2007 compared to three months ended March 31, 2007

The paper operations generated negative EBITDA of $12.4 million in the second quarter on sales of
$138.9 million. This compares to an EBITDA of $2.6 million in the first quarter of 2007 on sales of
$141.9 million. The $15.0 million decrease in EBITDA compared to the first quarter was due to the
planned sulphite pulp mill cutage in Edmundston, pianned paper mill maintenance outages and market
related downtime.

Fraser Papers Inc.
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During the, pulp mill outage, the mill incurred additional maintenance .expense, purchased softwood
market pulp, and extended paper machine downtime at the Madawaska paper mill with the combined
effixct of $8 9 million. Four of the Madawaska paper machines were taken down for one week and the
other. four were taken down for three weeks during the .outage to control inventories and complete
mamtenance Additionally, there was a planned annual maintenance outage at the.Gorham, New
Hampshire paper mill with the effect of $0.7 million and fogr weeks of market downtime on one paper
machine at the Gorham, New Hampshire paper mill due to weak market conditions with an effect of $0.4
mitlion. Adjusting for the effects of these outages, the paper operations generated negative EBITDA in
the second quarter of 2007. of $2.4 million which was $5.1 million below the adjusted first quarter of
2007. Revenues were lower as a result of the peak ﬁnancnal season in the first quarter. The Canadian
dollar exchange rate and increased purchased fibre and energy pricing led to increased costs.. The
Caaadian dollar averaged US$0.91 in.the second quarter of 2007 compared 1o US$0.85 in the first quarter
of 2007. : - . . . ‘

]

Sh'.pfnents were substantia'li‘y udchanged from the first quarter.

Th-ee months ended June 30, 2007 compared to three months ended July 1, 2006

Thz paper operations generated negative EBITDA of $12.4 million in the second quarter on sales of
$1:38.9 million. Adjusting for the outages in the second quarter of 2007, the paper operatlons generated
neyative EBITDA of $2.4 million: This compares™to a negative EBITDA of $7.1 million in the second
quirter of 2006 on sales of $150.5 million. The second quarter of 2006 had unplanned outages with the
-effzct of $7.0 million. Adjusting for the outage ‘in 'the second quarter of 2006, the paper operations
generated negative: EBITDA of $0.1 million. The $2.3 million decrease in EBITDA compared to the
second quarter of 2006 was due to increased costs for fibre, energy, and combined' with thé effect of the
stronger Canadian dollar partly offset by improved selling prices. The Canadian dollar averaged US$0.91
in “he second quarter of 2007 compared to US$0.89 in the second quarter of 2006. *

Shipments decreased by 10% ini the second quarter of 2007 compared to last year’s comparable quarter
due: to softeniing in retail, automobile’and home building segments that directly impact pressure sensitive
anid "point-of-sale applications. In addition, the recent price increases by the U.S. postal service' have
negatively impacted catalog, magazine and commercial printing segments as publishers and printers work
to changed formats bams welghts and dlsmbunon strategles to mltlgate the increasing costs of mailing.

Six months ended June 30, 2007 compared to six man!hs ended July ] 2006

Thz paper operations had a negatwe EBITDA of $9.8 mllllon in the first six months of 2007 on sa]es of
$2130.8 million. Adjusting for the outages in the second quarter, the paper operations generated EBITDA
of $0.3 million. This compares to a negative EBITDA of '$3.9.million. in the first six months of 2006 on
salzs of $297.6 million. The second quarter of 2006 had unplanned outages with the effect of $7.0
million. Adjusting for the outages in the second quarter, the paper operations generated an EBITDA of
$3.1 million for the first.six months of 2006. The $2.8 million decrease in EBITDA was due to increased
fibre and energy cost partly offset by higher, mill net realizations.

Shipments declined by 11% in the first six months of 2007 compared to the previous year’e first six
mcnths due to softening market conditions in retail, auto and home building markets. As previously
mentioned, the postal rate increases have impacted demand for print applications.

Frat er Papers Ing.
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Pulp Operations

The Company owns and operates a NBHK market pulp mill in Thurso, Quebec. In the second quarter of
2006, Fraser Papers closed its NBHK market pulp mill in Berlin, New Hampshire. The site has since been
sold.. .- oo co . . .

Three months ended T ‘ Six months ended

Jun 30 Mar 31  hll 0 Jun 30 Jul 1
2007 2007 . 2006 - 2007 2006
Sales (USSmillions) 18.7 12.3 228 310 50.8
. EBITDA (Thurso) (USSmillions) _ 0.2 ) 1.6 (0.5) 1.8 2.1)
EBITDA (Berlin) (US$millionsy . * —_ — (1.6) —_ 4.1
Loss on Pulp Hedge (USSmillions) ' ] — — {0.8) — (1.3)
Total EBITDA . - ' . 0.2 1.6_ 2.9) 1.8 . (7.5)
Pulp EBITDA ($ per tonne) 3 29 (42) 16 (52)
EBITDA Margin‘" ‘ - 1% 13% (13%) © 6% (15%)
Shipments (000 tonnes)*” Y T I s 6 ome 143
Average Revenue Realized (§ per tonne)™ 538 - 544 © 504 541 485
Average Cash Operating Costs ($ per tonne) ¥ - 530 496 - . 499 514 495
.l_Reference‘Priqe t$ pe1: tonne)*’ . . p : :
NBHK marketpulp - . 698 690 643 693 629
mn EBITDA Margin is EBITDA as a percentage of Sales. .
(2) Pulp velumes and average revenues realized include internal sales but exclude pulp hedges.
(3) Reference prices are from RISI's Pulp and Paper Weekly.
4 Average cost operating costs are for the Thurso mill only

Market conditions have stabilized for the NBHK pulp market with averagé benchmark pricing improving
by 1%, or $8 per tonne over the first quarter of 2007 to $698 per tonne. This is an improvement of 9% or
$35 per tonne compared to the second quarter of 2006 in the average benchmark pricing.

Foliowing the closure of Berlin pulp mill, Fraser Papers has redirected a portion of its market pulp to
infernal use placing the Company in a more balanced position for total market pulp volume.

. Three momh’s"ended June 30, 2007.compared 0 three months ended March 31, 2007

The pulp operations generated EBITDA of $0.2 million in the second quarter of 2007 on sales of $18.7
" million. This was a $1.4 million EBITDA reduction from the previous quarter when the pulp operations
generated EBITDA of $1.6 million.on $12.3 million of sales. The $1.4 million reduction in EBITDA was
primarily due to the effect of the stronger Canadian dollar. The Canadian dollar averaged US3$0.91 in the
second quarter of 2007 compared to US$0.85 in the first quarter of 2007.

Shipments increased by 11% in the second quarter of 2007 compared to the first quarter of 2007 as
additional pulp was shipped to the Madawaska paper mill prior to the sulphite pulp mill outage at
Edmundston.

Fraser Papers Inc.
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Three months ended June 30, 2007 compared to three months ended July 1, 2006

The pulp.operations generated EBITDA of $0.2 million.in the second quarter of 2007 on sales of $18.7
million. This was a $3.1 million EBITDA improvement from the previous year’s quarter when the pulp
op:rations generated negative EBITDA of $2.9 million on $22.8 million of sales. The $3.1 million
improvement in EBITDA was primarily due to improved average revenue realized of 7% as well as the
clcsure of the Berlin mill and the expiration of certain pulp hedges at the end of 2006. The stronger
Canadian dollar increased the cost for the pulp operation. The Canadian dollar averaged US$0.91 in the
second quarter of 2007 compared to US$0.89 in the s'é'cond quarter of 2006.

Shipments declined by 12% in the second quarter of 2007 compared to the second’ quarter of 2006 In
preparation for the East Papers pulp mill outage; we increased the pulp inventory for. use by.the paper
me.chines during the outage. As a result of the unplanned paper machine market downtime taken in June,
this inventory was not completely consumed. This inventory will ship in the third quarter.

Sir: months ended June 30, 2007 compared to six months ended July 1, 2006

The pulp operations generated an EBITDA of $1.8 million in the first six months of 2007 on sales of
$31.0 million. This compares to the previous year’s first six months negative EBITDA of $7.5 million on
sales of $50.8 million. 2006 included an EBITDA loss of $4.1 million at the Berlin pulp mill which was
permanently shutdown in 2006 and a loss of $1.3 million on a pulp hedge that expired at the end of 2006.
Tke EBITDA for the Thurso pulp mill improved from negative EBITDA of $2.1 millicn in the first six
months of 2006 to an EBITDA of $1.8 million in the current year. Improved market conditions
contributed most of the EBITDA improvement with benchmark pricing improving 10% or $64 per tonne
over 2006. Thurso’s cash costs increased 4% to 3514 per. tonne compared ta. $495 .per. tonne in 2006 due
to increased chemical and oil pricing.

Shipments declined by 19% in the first six months of 2007 comparedbto the comparable period of 2006
due to the closure of the Berlin pulp mill.

Lumber Operations
Lumber operations are comprised of four sawmills: two iri New Brunswick and two in Northern Maine.

] Three months ended Six months ended
b © Jun'30  "Mar3l Jul l Jun 30 Jul 1
. 2007 2007 2006 2007 2006
Sales (USSmillions) ' : 7 N B 20.2 34.4 44,3 70.9
Anti-dumping duties.refund ) _ — L= 32 - - 32
EEITDA (USSmillions) . ’ - (8 6.8), - Ll (12.6) 2.0
EEITDA (§ per Mmfbm) ’ 6y 96 10 78 9
EEITDA Margin'® " (24%)  (34%) " 3% (28%) 3%
Shipments (Mmfom) 91 71 106 162 214
Average Revenue Realized ($ per Mmibm) 263 285 319 273 327
Average Cash Operating Cost ($ per Mmfbm)"’ 326 376 339 348 334
Reference Price (§ per Mmfbm)'!
Boston SPF 2X4 #2&Bir 326 329 378 327 389
(N Reference prices are from Random Lengths Publication.
(2) EBITDA Margin is EBITDA as a percentage of Sales.
(3) Cash operating costs exclude refunds of Anti-Dumping Dulies.
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Market conditions continued to bé very weak for the lumber operations due primarily to the decline in
U.S. housing starts from 2.1 million in 2004'and 2005 to an annualized 1.5 million in the second quarter
of 2007. Average benchmark lumber prices (Eastern Baston SPF 2X4) decreased $3 per Mmfbm from the
first quarter of 2007, but are down 14% compared to second quarter of 2006. -

Diring the second quarter, Fraser Papers™ net revenue realized declined compared to the first quarter. In
the first quarter, we produced lumber for the export market which had high net realizations, but also had a
higher operating cost. .In the second quarter, the market was such that it made it more profitable to
produce domestic product, even though the average revenue realized was lower.

The Company addressed the depressed lumber prices in the second quarter by implementing market-
telated shutdowns for five weeks at the Plaster Rock; New Brunswick sawmill, nine weeks at the Juniper,
New Brunswick sawmill and eight weeks at the sawmill in Ashland, Maine. Fraser Papers’ sawmills are
an important source of wood chips and biomass fuel for the East Papers operation. As such, operating
decisions are made after consudermg wood chip and biomass requnrements as well as lumber demand and
prices.

" Three months ended June 30, 2007 comparea’ to three monrhv ended March 31, 2007

- The lumber operations generated a negative EBITDA of $5 8 million in the second quarter of 2007 on
-sales of $24.1 million. This compares to a negative EBITDA in the first quarter of 2007 of $6.8 million on
sales of $20.2 million. EBITDA improved by $1.0 million over the first quarter due to improved mix of
domestic product and higher sales volumes partly offset by the stronger Canadian dollar. The Canadian
dollar averaged US$0.91 in the second quarter of 2007 compared to US30.85 in the first quarter of 2007.

Shipments increased by 28% in the second quarter compared to the first quartgr as the sawmills reduced
in-process and finished goods inventories.

Three months ended June 30, 2607 compared to Ihree monrhs ended July 1 2000

The lumber operations, generated a negatlve EBITDA of $5.8 mllhon in the second quarter of 2007 on
sales of $24.1 million. This compares to EBITDA in the second quarter of 2006 of $1.1 miltion which
included the $3.2 million benefit of duty refunds Excluding the effect of the duty refund, EBITDA
declined by $3.7 million over the second quarter of 2007 due.to weak market conditions and market-
related shutdowns and the strength of the Canadian dollar. The Canadian dollar averaged US$0.91 in the
second quarter of 2007 compared to US$0.89 in the second quarter of 2006

Shipments decreased by 14% in the second quarter of 2007 compared to the second quarter of 2606 due to
the market-related downtime. 7

Six months ended June 30, 2007 comparea' to six months ended July 1, 2006

The lumber operations generated a negatlve EBITDA of $l2 6 million in the first six months of 2007 on
sales of $44.3 million. This compared to an EBITDA of $2.0 million in the first six months of 2006.
Weak market conditions, lower selling prices. and market-related shutdowns contributed to the lower
results. :

Shipments declined by 24% in the first six months of 2007 compared to the first six months of 2006 due
to the market-retated downtime.

Fraser Papers Inc.
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Timber Segment

The Company sold its freehold NB Tlmberlands on January 31, 2006 and, currently has only one
reportable- segment.. The table shown below reflects only the results of operating the Timber segment
daring the first quarter of 2006..

5 Three months ended R Six months ended _
. Jun3t. .. Mar3l. . Jull - Jun 30 Jul t
e 2007, 2007 2006 2007 2006
Net sales L 5 — 8 - 5 — $ — . §5 43
EBITDA!" ‘ ~ - = R 24

 Depreciation i —_— — — — e
Capna] investments ‘ — —_ ! — —_ —
{h See “Definitions” Section. et : ' S ' :

CRITICAL ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

T.e critical accounting policies and the accounting estimates used in the preparation of the June 30, 2007
interim financial statements are substantially the same as the ones disclosed in the Annual Report for the
year ended December 31, 2006 except as described in Note 2 to the interim financial statements. The
closure of the Madawaska paper machines and the Berlin pulp mill and the impairment and other charges
related to the Smart Papers bankruptcy filing are. based on -significant estimates due to the inherent
unicertainty in estimating potential recoveries, closure costs and contingent losses. These estimates may- be
matenally dlfferent from actual future cash flows due to a vanety of factors.

PR [P N

. RISKS AND UNCERTAINTIES s

The significant risks and uncertainties faced by Fraser Papers are substantially the same as the ones
disclosed in thé Annual'Report and the Anriual Information Form for the year ended December 31, 2006.

CONTROLS AND PROC EDURES

Management has designed internal controls over ﬁnanc1al reportmg, or caused them to be designed under
the supervision of ‘the CEO and the CFO, to provide reasonable assurance regarding the reliability of
firancial reporting and the preparation of these financial statemnents in accordance with Canadian GAAP.

" Tkey have considered the need to disclose in this MD&A- any change 'in‘the ‘Company'’s internal control
over financial reportmg that occurred during the "Company’s most recent interim period that has
muterially affected, or is reasonably likely to materlally affect, the Company s internal comrol and have
not identified any such changes.

FORWARD-LOOKING INFORMATION -

This report contains forward-looking information and statements relating but not limited to, anticipated or
prospective financial performance, results of operations, business prospects, expected pension funding,
anticipated selling prices for products, maximum possible amounts under certain guarantees and Fraser
Papers’ strategies. Examples of such statements included in this document include, but are not limited to,
the expected improvements in results following divestitures and other initiatives, expected changes in
significant cash flows, note repurchases, potential recoveries and adjustments with the Madawaska paper
machine closures, recoveries associated with the Berlin pulp mill closure, adjustments in regards to Smart

Papers losses, strategic and operational intentions and others.

Forward-looking information typically contains statements with words such as “consider”, “anticipate”,
“believe”, “expect”, “plan”, “intend”, “likely”, “will”, “could”, “seek”, “estimate”, “possible”, “foresee”,
“pctential” or similar words, or variations of those words suggesting future outcomes. In addition,

forvard-looking staternents may reflect the outlook on future changes in volumes, prices, costs, estimated

amounts and timing of cash flows, or other expectations or beliefs, objectives or assumptions about future
events or performance. Readers should be aware that these statements are subject to known and unknown

ALY L Y
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risks, uncertainties and other factors that could cause actual results to differ materially from those
suggested by the forward-looking statements. ’

The significant risks that impact Fraser’s business and future performance are discussed in the Annual
Information Form as well as Fraser Papers’ Annual Report and other filings with Canadian -securities
regulatory authorities. The Company cautions that the list of risks and factors discussed in those
documents may not be exhaustive. Readers should consider those risks, as well as other uncertainties and
factors and potential events. Although Fraser Papers believes it has reasonable basis for making the
forward-looking statements included in this report, readers are cautioned not to place undue reliance on
such forward-looking information. :

Fraser Papers undertakes no obligation, except as required by law, to update publicly or otherwise revise
any forward-looking information, whether as a result of new information, future events or otherwise.

The “Outlook™ sections that follow in this document are based on the Company’s views and the actual
outcome is uncertain. - -

QOUTLOOK

Fraser Papers’ strategic decision to -exit the lightweight coated groundwood paper markets and
permanently close 70,000 tons of uncoated freesheet paper capacity will lead to improved product mix
and a targeted focus on specialty packaging and printing papers. The impact of these initiatives, combined
with the rebuild of the recovery boiler and permanent closure of an oil-fired boiler in Edmundston, New
Brunswick, is expected to reduce the overall cost of production at the Company’s East Papers operations
by a total of $17 million annually. The Company will continue to reduce costs and improve operating
performance at all of its operations.

Demand for the Company’s specialty packaging papers is expected to remain firm and business
opportunities for packaging applications continue to increase. Although the Company has seen the
substitution of plastic for certain packaging applications, the movement toward renewable, recyclable
products is expected to lead to additional demand for lighter weight, paper based consumer packaging
products. Demand for specialty printing products has been lower in part due to softness in retail,
automobile and home building segments as well as the postal rate increase in the United States. Given its
ability to produce lightweight printing and uncoated groundwood papers, the Company anticipates it will
benefit from a move to lighter weight papers, to reduce mailing costs. Commodity freesheet markets
appear to be stable in the face of widespread market downtime and continued rationalization of capacity.

List prices for northern bleached hardwood kraft pulp continue their upward momentum as world demand
continues to be strong. However, hardwood pulp mill start-ups in Asia and South America are likely to
reduce pricing pressure.

The housing market in the United States remains challenging with starts more than 30% below recent
peak levels. Mortgage defaults in the sub-prime market are expected to continue and to lead to increased
inventories and low demand for new homes. The Company will continue to evaluate sawmill downtime
against the requirement for wood chips and biomass fuel for the paper operations.

Fraser Papers will continue to focus on reducing costs, increasing market share and improving operating
and financial results at all of its operations. The Company has scheduled its annual shutdowns at the
cogeneration facility in Edmundston, New Brunswick and the pulp mill in Thurso, Quebec in October.

Fraser Papers Inc.
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DEFINITIONS

As there is no generally accepted method of calculating the measures outlined below, these measures as
calculated -by Fraser. .Papers may not be comparable to similar mled measures ‘reported by other
| coipanies. o . ; : : -

EEITDA is earnings from continuing operations before interest, taxes, depreciation and amortization, and

restructuring charges. EBITDA is presented as a useful indicator of a company’s ability to meet debt
- service and capital expenditure requirements. Fraser. Papers interprets EBITDA trends as an indicator of

relative operating performance. -

Netl debt is debt less cash and cash equivalents: Net dcbt to net-debt plus equity is prowded as a useful
indicator of a company’s financial leverage. S .

Ne! debt to net debt plus equity is net debt divided by the sum of net debt and shareholders’ equity. Net
debit to net debt plus equity is provided as a useful indicator of a company’s financial leverage:

Cash costs include all cash costs of operations and exclude depreciation and amortization. Cash costs are
presented to provide additional information about the cash generating capabilities of the Company’s
operations. This measure captures the key.costs of operations and is a key performance measure that
ma lagement uses to evaluate costs at the operatlons
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' "-,: g v i
EBITDA
o * " Three months ended Six months ended

Jun 30 Jut 1 Jun 30 Jul 1
US$ MILLIONS 2007 - 2006 - - 2007 2006
Loss $ (37.6) $ (18.3) $ @17 3 (96.7)
Add: - Interest expense, net 20 - 1.6 33 3.7
Less:  Income tax recovery 2.9) (23 . (27 (13.9)
Less:  Gain on sale of NB Timberlands N - L= - (71.0)
Add:  Restructuring Charges 12.8 e 12.8 —
Add:  Losses from Smart Papers — — — 107.4
Add:  Closure of Berlin'pulp mill - - L L — 50.3
Add: - Other - : K ©.7 " 22 (13) (2.9)
Add:  Depreciatipn ' - 15 19 15.0 16.1
EBITDA $ (18.0) $ (89 $ (20.6) $ (7.0

NET DEBT
Asat
I “Jun 30, Dec 31
US$ MILLIONS 2007 . 2006
Debt $ 668 ' o666
Less: Bank overdraft / Cash and short term-notes 34 12,7
Add: Borrowings under Credit facility 11.5 —
NET DEBT ' $ 749 $ 539
o : CASH COST
Three months ended Six months ended

Jun'30 " Jull  Jun30 Jul 1
US$ MILLIONS 2007 2006 2007 2006
Net Sales - ‘ .. $ 1817 - § 2077 -$ 3561 . § 4236
Less: .EBITDA ‘ 18.0 -89 . . . .6 7.0
Add:  Anti-dumping duties recovery 0.0 32 0.0 3.2

CASH COST

$ 1997 $ 2198 $ 3767 § 4338
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Rule 12g3-2(b)
PR Exemption No. 82-34837

FraserPapers

Form 52-109F2 - Certification of Interim Filings
1, J. Peter Gordon, President and Chief Executive Officer of Fraser Papers Inc., certify that:

L. | have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers' Annual and Interim Frlmgs) of Fraser Papers Inc., (the
1ssuer) for the interim period endmg June 30, 2007;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circunistances under Wthh it was made, with respect to the period
covered by the interim filings;

3. Based‘ on my knowledge, the interim financial statements together ‘with the other financial
nformation included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash ﬂows of the issuer, as of the date and for the periods
presented in the interim filings; TN i

4. The issuer's other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have;

(a) designed such disclosure controls and procedures', or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by athers within those
entities, particularly during the period in which thé interim filings are being prepared; and

(b) designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial
. reporting and the preparation of financial statements for external purposes in accordance
with the issuer's GAAP; and
) , .
5. [ have caused the issuer to disclose in the interim MD&A any change in the issuer's internal
control over financial reporting that occurred during the issuer's most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer's internal control
over financial reporting.

Date: August 1, 2007

J. Peter Gordon
President and Chief Executive Officer



Rule 12g3-2(b)
Exemption No. 82-34837

FraserPapers

Form 52-109F2 - Certification of Interim Filings
I, Gler McMillan, Senior Vice President and Chief Financial Officer of Fraser Papers Inc., certify that:

1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers' Annual and Interim Filings) of Fraser Papers Inc., (the
issuer) for the interim period ending June 30, 2007,

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the interim filings;

4. The issuer's other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which the interim filings are being prepared; and

(b) designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance
with the issuer's GAAP; and

5. I have caused the issuer to disclose in the interim MD&A any change in the issuer's internal
control over financial reporting that occurred during the issuer's most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer's internal control
over financial reporting.

Date: August 1, 2007

Glen M.:Millan
Senior Vice President
and Chi>f Financial Officer




Rule 12g3-2(b)
Exemption No. 82-34837

FraserPapers

For the Six Months Ended June 30, 2007

(All financia references are in U.S. dollars uniess otherwise noted)

Three Months Ended Six Months Ended
US$ MILLION i, EXCEPT PER SHARE AMOUNTS June 30, 2007 July 1, 2006 June 30, 2007 July 1, 2006
EBITDA $ (18.0) 5 (89 $ (20.6) $ (7.0)
Loss $ (37.69) 3 (183) $ 47D $ (96.7)
Per share $ (1.28) 5 (0.61) $ (1.62) $ (3.25)

In the second quarter ended June 30, 2007, we recorded a net loss of $37.6 million or $1.28 per share.
These results included a one time restructuring charge of $12.8 million, after tax ($0.43 per share), related
to the announced closure of two paper machines and one coating line and $10.0 million ($9.3 million,
after tax or $0.32 per share) related to maintenance and market-related downtime at our paper operations.

STRATEGIC INITIATIVES

During the second quarter of 2007, we announced a number of strategic initiatives:

. Tte permanent closure of two higher cost, uncoated freesheet paper machines representing a
70,000 ton capacity reduction, and the exit from coated groundwood paper markets with the
closure of one off-machine coater at the East Papers operations. Anticipated cost reductions are
aporoximately $10 million per year.

. The closure of an oil-fired boiler, effective October 31, which will result in a 35% reduction in
greenhouse gas emissions and $4 million in annual energy cost savings at our pulp mill in
Edmundston, New Brunswick.

. Th: completion of a $10 million capital rcbuild of the recovery boiler at the pulp mill in
Ed:nundston, New Brunswick, which is expected to increase throughput by 18,000 tons per year
of »ulp or 8%. Additional internal production will displace market purchases of higher cost pulp
res lting in $3 million savings from lower cost fibre for our paper manufacturing operations.

. Amnounced the offer to purchase $68.5 million of outstanding long-term debt, which will settle on
August 3, 2007.

Our seconc quarter results reflect the activities involved with a significant reinvestment in our corc
specialty pzper operations and the impact of market-related downtime at a number of our mills, higher
costs for purchased fibre, chemicals and encrgy and continued weakness in the lumber markets. The
rebuild at our pulp facility and announced closures of the paper machines and high cost, oil-fired boiler
will contrib ite to lower fibre and enecrgy costs in the second half of 2007. In addition, the announced exit
from coated groundwood markets continues 1o narrow our focus on specialty packaging and printing
paper scgments where we can compete successfully. Improved productivity and cost reduction arc
confinuing.
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We generat=d an EBITDA loss,0f;512:0.million for.the sacond quarter of 2007 compared.to.za EBITDA
loss of $2.6 million.in the fizst quarter. During the secor:d quarter, we took a 2 day planned;maintenance
shut at our integrated pulp mill in Edmndstor, New Brswick ard the ;!~~~ed;annual mamtenance shut
at our paper mill in Gorham, New Hampsbire. These shuts negatively affected results by approximately
$10:) miilicn.- Iny,zddition, tnc; stronger #Caratian. doliar negetively caffected, . production costs by
approximatety $6.million, rchtlw te the first quniter.-Afer adjusting for downtime and forelgn exchange,
the E3ITDA loss ofi$2.0. million Was a rodest:impzr rement over ‘he firrt-quarter of 2007,

B ' , ‘-
trnagad e e

On a year-to-date basis, we generated an EBITDA loss of $20. 6 mlllron compared to an EBITDA loss of
$7.0 million in 2006. Continued focus on improving product mix acd o3t rdurtion initiatives served to -

only. partly offeet the $2!1.5 % 11"'-11 Jimpact ¢fidowntime and increased, f2bre,, ~hemical and energy costs.
The 2006 tesults included:a,$7.0:)ior loss related to unscheduled, maintesiance downtime taken at our,..
Bast Papars oporations:ey, 0 0 1 & T a6 nn -an silintsr omenshoo oot

f
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Total paper shipments were unch'anged from the first quarter: Shipments of s pncml*y nrinting papers were
down 17% from the first quarter financial printing peak. Shipments of specialty packaging papers
improved 12% whils shipment's of ~ammodity freesheet papers- increased by 11,000 tous. Substentially.all
of the-increase in;commadity feesheetr shipments were tradeb jokip.opers;, which were centified to-the
stzndards of the.Forest S¢-»ardshiny County; ;(“"q"”) ;srcdie~diatith - -Gerham paper mill, £, poction: of
the FSC certified papers were used, i~ 4, productior of the U.S. hordeover, edition o & Harry Potter and
the Deathly Hallows. The Gorham raill reccived its FSC certification earlier in 2007. Despite the increase

in commodity {reesheet shipments in the quarter, year-to-date shlpments are 129%¢ belo vear:apo levels,

reflécting-a;.ontii” — g 2ms °“Iﬁll"jt" apere. Referencs 'pnw«" for commodity papsr grades were
unchanged comyp 7" "*rt,q_ er. Net price- rezlizations: for our-specialty packaging grades
declined slightly due to 1 iproswst mixypricing.rersained: firn. Duriag the-second quarter, we
took downtime, representis., iely 23,000 teiss, to.control.iaventaries and mitizats th: impact of
rising fibre costs at the East.. “ad: Ciorham locations: while :iatemnal pulp procuction: ceased dunnﬂv .
the maintenznce project i1 FAm. L stOncesyinm ot 00 w0l T T L s R e e
S, G wain olvet oin O vt g b s Lo enn o Senaneer

Shlpments of no: “"m ):‘ear‘h:d hardwes ! skraftipulp. from.our ;pulp.miil in Thurco (2 zebec increased ¢
11% over the first quarter as a result of increased internal shipments to the East Papers operations during
the outage in Edmundston. Mill nets were marZ -0y 3" s2r due to customer mix, despite a marginal
increase in llot pn.,es Productlon costs 1ncre:1ved 7% as a result of the st-onger, Canaatan dollar and
incréased 0.1 costs S TR S
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Lumber m&!'.ets remamed weak n ‘the cr»uarter an'* domestlc tumbcr prlce° feil marglnally Mill net
reallzatlprvs tell 8% from tbe tll’ol quarter when we achleved a p*emlutn on sales to thie Europcan market.
During the sccond quarter we t(}ok sxgmﬁcaqt!x more downtrne reorerentmg 47 MMtbm ompared to 18
MM fbm ia thie first quarter.

Dol e ifend .l LR TL Y s B B SRR &
o . bt“-"axt,. s EEmlA'u ﬂ’ - :
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Durirg tiz sccond quorter;_wic, maintained « ar focus 01 maniet -ppor*u.nt.cs in* the specialt pa.,kc. ing-
and - printing; & writing' segments, - ar. ourcing i the exit. from it . ccmmadity- llghtwrlght .ccated
groundwood'mn*lff" and.the pormanert clesure of twe smzall) high cost uncerted. freesheet machines at our
East Paners ¢ .rations.These rmachines will close in the third qua_ter, reducing the cverall cort structure
of the East: Pan-ri’ oprra-lonq ]aCi afits: uf pp,omratel j S0 mi ll on are ant1c1p"°d as.we. chmmatc our
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As part of ditestruetuiing of the-East Papers operatiohs) wetalso: aiirthmeed: the/clostre iofiome ofl-fired
boilcr at :Bdmbadston, - which: will result-- in a 285% - redugtion i fruen house’ gagemissiohs tand
approximately 84 millions eaizies-as a result oF lon@r- ol Cobsumpiioh ) i 1o a g hunmeman o ) D

voeasngn o sdnrot bogsefhs v cosantle Dmor oinzeis b woP o) ae Dlo e e 1
Product levetopment contingéisto be’ an important component ofzour’ marketikg finitiatives, Diring 'the! ¢
second : quarter;- we idevelopud dine! new specialty” protucts :for ‘afplications in - tht ifood packagingi.
converting and constimer gobdsriarket segments. Approximately 18% ofprodictsisdld ‘in 200 7-tepresont !
products that werc developed in the past 24 months.

: G o Blawnniny notihin e 0 seob AGT R e Bonmionty L et g i w0
Margin Improvement:and Cost Reduction i zavooarn s 2uoof Dodoaan’s 20T 00 nlun 7
We completed a 21 day:plabned haintcnance outage torebuikd the sretoveryiborleriat our intdgratad ;pulp
mill in BEdmundston,*New:Branswitk:'Sifice 're-startinig® intlatet!huné). pulp <productidn froni'the I
Edmundsion mill has averaged approximately 700 tons per day compared to 650 tons-persday insthe: first: i
six montls of 2007. Each additional ton of pulp produced will displace market purchases of softwood
kraft pulp at current:savings in'excess:of S200 per tam, 3t vl fnom LogpniL 0y S Al e s

A0 bt g L 2R0mopie it DN R0 TartEp LHE 8 et o e

Margin improvement:initiatives’ drie: benefits-frans: thelusure '6fitherBetin- pulp-mill -in: 2006 generated:”
$12i0 million i 2007 telative. to B806, avith itnproved : salesiithix -afid. fibre ' utikizationas the'primary;.
contributtrs. Lnfortunately, thése margin. impuovementssetved it only partly offict the itpact of market .-
and‘mains :nance dowatimey increased:fbreicdsisiand lowerumberpicessy v augua failine D27 wis
LrosLats et Lngredd VOO0 ot nl pontmui s DX« Du rnony e s o il ey by
Repaymeat of:Serdof Notes: . :19un e LInbic0tana s aw g o) ot 1aofiile 9002001 Zihommnos m
Pursuantt> a-tenderoffer made o June 1 2007 :to-all holders: o '8 7584 SemonMotcnmeaivw March 204 5>
99.93% of’ Senigr Notes:were tendered to-therTrustec. On: July 31,0807, rart” " mtlie parrchase of these:

Senior Nctes,-av-par;/for$70.7 :million, inclading atcrucd iwcvistor son. The purchase!is.
cxpected-to settlé ou:August 3. Tn-addition;we arc submiiting $1:5.5 Jemor Notes that we own

to the Trustec forcancéllation. The purchast was financed through 4.8, .sibtvincrease in'eur revolving
credit facility with our current lender. The $50 million increase :isiz . silabld 40 us for' 120 days on
substantially the same terms as our existing facility. We are reviewing a number of options to repay these
borvewing; inctuding the salc:of allonpart of ourdnterést;intAcablianTimberdhcoe Frerdn -1 . 201 -
atieruhs waonetane AT tencd ody L peaan e Temmnan Dossoron e fpact 8o turGeg ot Lt

choonanwnedzas o aets CQUTRORNG i sy aien g nosebaoabd o conn o

rhTish g oMot
Vi redic b :H:tb.'.::::ﬂ L O -';fl: ] et g 20 oV Bownen il e begn .r1nii;-ié'r.m‘1'! PRI L :i: e

Our stratejnc ‘decision to exit the lghiwmgﬁt codted groundwood paper markets and permanen ly“closé
. . . . codedyty 10 el 21 i

70,000 tons of uncoated freesheet paper capacity will lead to improved product mix and a targeted focus
on specialty packaging qn(} printing papers. The impact of these initiatives, combined with the rebuild of
O FITS IaLs S o AT SR TR [ gl et VY R P ST 41 4 ) .ih'fu Tl SE rE 2bu n;:niﬁ!‘ﬂ A ATROY g

the recovery boiler ‘and permanent “closure of an oil-fired bailer’in Edimundston, Néw, Brunswick, i§
LAt e T L] G ”J"[' 13y -:1"ir::i’ah YT E’ B R T T e T I T O T "'g ‘f‘fu”l Lt
expected to redlice 'the gverall cost of pié uch(lm at our East Papers operations by a'total of $17 million ;
S T S e S T T e T T U « W N A T S PR RS T TN P " - 3v 9t

annually. V¢ will €ntinte to rediicé cosks and improve op '

S L T L L D I (T AP S E R £ (LR W e £ ] L
grating performance at|qlr[‘gz_f‘[ our f?%?irlaffé-fonig:{‘ "
Deman_d fcr our specialty packagil?g page§§f' : Eﬁ’fﬁﬁegﬁ%fﬁ%]@g firm and. bu§iness opp(_)rtunilies fgr
packaging applications continue to increasc. Alfthough we fiave Scch the substitution of plastic for certain
packaging applications, the movement toward rencwable, recyclable: proditctsiisnexpecied to lcad-tol /.
additional dewmand .for Jighter sweight,.paper. based:corsunienpackaging: products..Demand: for specialty 1
printing products has' been dower-in part duetto sofiness inzretaily eutomohbile 'and home-building: segnrents .
as well as thcopostalmate increase in the UnitediStates. Given:ourtability.toprodicelightweight printing:
and uncoatcd groundwood papers; weanticipate wewill benefit from-a-imgveto fighter weizht paperd, o
reduce mailing costs.. Commodity freesheét markets appear torbe ‘stablesm the.fade of-widespréad. markiet
downtime and eoritinuéd-rationalization-oficdpacity.r v vy 0 0 nimieweon Do Peew fummin 5 - s

oot ezl Ut et i Lty Vs, 0 7 . B R T I LT o Do

-
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List prices for northern bleadliv ._arj «ccd el o ey e thginupwad i atumees 1 Jemand
continues to be strong. However, hardwood pulp mill start-ups in Asia and South Ameérica zre likely to
reduce pricing pressure.

The housing market in the United States remains challenging with starts more than 30% below recent
peak levels. Mortgage defaults in the sulb prime rearket are expected tg continue and to lead to increased
mventones znd low demand tor ncw homes We will continue to evaiuate sawmlll downttme against the
reqotrcment tor wood ChlpS and.‘b{mmass fuel for the paper operatmns L ) 5 -

IR T AT i Sl fea PR L P

DR i

We wall contmue to focus on reducmg costs, mcrr'asm;J markct c‘mre and 1mprovmg operatmg and
ﬁnanmal re.,ults at all of our operatlons We ha\;e scheduled our annitil shutdowns at the cogeneratlon
fac11|ty m cdmundstc-:w, Hew Brunswwk a*td the pulp mill in Thurso, Ouebe(‘ in October ’

Tigle it

OIS T L i ST . "' T : B . ‘. .o -

<. T Gren MieMillan
' Dresicess zaZ CED Senio> Vice Precident and C50

August 1,2007 ; o o

Noto: This intorimireport o chamhoiders conteins fowardleaking informatior anZforward-leaking statoments within the meaning of
Canadian pmwnc:al securities laws. These foiward-looking stetements include, among others, statements with respect to ‘possible
future intentions, the possible success Of price increase announcements, the Company's expecta(:ons ard estimaiions' with respect
future market conditions, the Company's expectations with respect to its operations or, various costs that could impact the business,
ant the expected inpi & of spacific r.l},ms oit fineacian results in future quasiers. The words “aniicipate™ “wit”, “expéct”, ‘resuit”,
“pian”, “continue”, “approximately”, “likaly”, ‘can” and other expressions which may be predictions of or fndrcate future events and
trends and which do riot refate to hastm:tcal matters identify forward-looking statements. Refiance should not be placed on forward-
looking statements because they.insol-e knom and u~kmown rsks, taceitynties end:sther factors, which, may cause the actual
resuits, pen‘ormance or achievements of the Company to differ materally fmrp antfcrpated future resu!ts perfon'nance or
achievement expressed or impliad by 'such forward-looking staterieuls. racturs that could cause actual resu!ts perfonnance or
achievements of the Company to differ materially from thnse set forth m the forward-looking statements include general economic
conditions, interast rates, availability of equily anti deui inaicing, wwer Jeriahic tor limber, puip or paper products, price increases
or reductions for any prodiicts the Company sells, increases in costs of production, decisions by political or regulatory bodies in
Canada or the United States end other risks detailed from time o time in the documents filed by the Company with the securities
regulators in Canada. The Company upde.rtakes no obligation to publicly update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise.
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MANAGEMENT'S DISCUSSION AND ANALYSIS- /it i 1.
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This M:: nagemcnt S DlSCUSSlOl‘l and Ana[y31s & M'D&A ’)‘” neﬂlli’f be' réad in conjunqtllon thft the

accompanying inaudited intérim consolldatcd ﬁnancral statcmcn‘ts and “hotes’ thereto for the penod cnd’ed

June 30, 2007 as well as the Management" s Discussion dnd’ Ana]ysrs And the dadited financial’ stateme it
for the year ended December 31, 2006, In this MD&A, “Fraser Papers” “we?, “our” and ° us mean
Fraser Plpers [nc and all of it subsrdranes while "Compan mcans ’Frascr Papers lnc as a separate

corporation: “Brookfi¢id”* ’l‘n'eans 'Brookfie] cld Asset Managcment Inc (a related paﬂy b" i"rtue pf: 3
t

’ significant sharcholding in the Conipany) and all of its sibsidiaries.’ Subsequent to the'énd’ of" the 'SecOnd™
|
|

il

quarter, 13rookfield acquired additional common shares of Fraser Papers which brings their total common
share ownership of the Company’s outstanding shares to 56%.

EBITDA, net debt, net debt to net debt plus equity, and cash costs are non-GAAP méasures described in
the Definitions section. Non-GAAP measures do not have any standardized meamng pwscribed by (w!AP
and are therefore unlikely to be comparable to similar measures presented by other companies. There are
no directly comparable GAAP measures to any of these measures. A quantitative reconciliation of eacig
non-GAAP measure to the nearest comparable GAAP measure is provided at the end of thjs
gg{::ca{gements Drscussron qnd,AnaIy,,s:s All financial references are in U.S. dollars ur;!eﬁ‘,;' .otﬂgnvqe
T R A T N M TR T B R

OVERVIEW

Frascer Pepers is executing a comprehensive turmaround of its financial and operating affairs. Despite
stable markets for its specialty paper products, the second quarter results were negatively impacted by a
significar t planned maintenance outage at its Edmundston, New Brunswick sulphite pulp mill and annual
maintenance outages at its paper mills in Madawaska, Maine and Gorham, New Hampshire. Also
impacting; results were market-related downtime on a number of paper machines and at our sawmills, as
well as tigh energy costs and the stronger Canadian dollar. Continued weak housing markets have
depressed demand for lumber and other building products. Results from our lumber operations, which are
integratec with our corc pulp and paper operations in order to provide a secure supply of wood chips and
biomass fuel, continued to provide negative results.

STRATEGY

Our long erm business strategy involves:

. Focusing on value-added products, with an emphasis toward specialty printing and packaging
applications;

. Cammmnglto provrde superiof” c‘ustomer serv:ce~ ‘and" technicat suppon wlnle delwenng hrgh”
. A\ o Lfasifg 4\ BRCITE HIEMAUSR o Sty ISR kS % T L APt
quahty,.specmlty paper ek ¢ Vel .t R et e T A e B e -\,. e

. I BT AR I R AL ut

o CJnunumg,mnovathn and devclopment of 1 new prod'ugt,; _tc_) support quomg growth of our

S businesspie iy v U 4 g 6 e eer bR s ek et
_u“ COVARLUAL B GO0 LR, FELS LR} J FESAST T R n,‘_-_,..'ﬂ":,'._. BT u* AT \ BRI U LAY et
. A hrevmg"operatmg excellence that surpasses” mdustry benchmarks for cfﬁcrency, energy

ccrisumption and fibre cogts at all ouir facilities; .and, - o
' LT T L
. Mamtauung a culture focuscd on executl.on and, performance VA

~ 1 e
v S -
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In addition to thiése keyistiaiegic Thidati ves,d 50 TP per Wik costiaue taige for opgtstun. s to grow
its specialty paper | franchtsc opportumstlcally, based ,on value. The Compaov has srgmﬁcantly narrowed
its operattona] focus in recent years sich that fiiture growth can bc spec1ﬂcally targeted to rrascr Papers’

h. [T E LR R A S B Uy TS TE N .
core busmess : , . .
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Frasér” Papers™ ote busmcss :s specralty papcrs w1th fhe c1pa01ty to produce 610 000 tons of freesheet
and groundwood papers annually at two locations.” We reccntly ‘finounced ptans o ‘permianetitly close an
o;f-‘nachmc -coater-and two uncoated frccshcct— 7 oer machines in- the third quarter of -2007 at the
MadaW¢151 a.’ M'une pape. mill to target our tocus—nn specialty packaging and printing papers. Fraser
Panr'r*' also opc‘rates thiee pulp milis and four lumucr rrulls to securc a reltable supply of raw materials to
the paper making process.” ~~ "7 T T - ST T

th it o S
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Fraser Papers t:ompctcs m specrﬁc marl'et segmcnts where we can utilize our capablhty in the
manufacture of ll;rh'weight trcesheet and groundwood papers for a number of specralty appilcatlons Our
focus is on select prmtmg and | consumer packaging applications. Typically, 'thesé "discrete market
segments arc small relative to the broader North American commodity markets and are a good match for
our paper machine capabilitics and capacmcs The pamcu'ar markets that we are currently focased on arc
gencmlly between 100,009 to 1 f‘OO 0SS tons in size. and provide Fraser Papers with, the opoortumty to
have an influential market.sk-re. Approx1matelv 75% of our 610,000 tons of. anr:ual prod'tcuon are in
these markeis 1 ay. Over-tif *e,” We seek:to grow tlic. volume of business we have in these corc_paper
markets where ‘we feel we can achieve the best margins. These market segments invoive fzod and other
coristmer packigieg paper grzdes, financial printing énd other lightweight freesheet papeis, and-hizbright
and specialty groundwood papers.

SUSNTPEE

In ‘the second quarter, Fraser Papers ‘announced turce strategic mrtrat:ves that will lower costs and
LTS
continue to focus our —nm.ufacrt."mg \.«ﬂp".;ltlt) towaf . rpecralt ¥ papers. e

ACa by bg

. Permaaent closure-of two freeskcet paper m:chmes at our Madawaska, 1v.;‘"xc papirraill which

renrese s annrnxmatolvfl 5% ot tnc naner, miill’s capacitv. Thesa clodures | nie'canisteplwith dur

strategy of focusing on valus-added products ang surpassing industry benclinarks for' efﬁcrency
by transferring specra!ty freesheet to more ‘efficient paper machines at the Madawaska fac:l:ty and
. reducing sommodity, fregshient produstions., L Ly 0T e e e
o ' Pémarent closurdief daoif-madlin’ coair o coatcd g.'ounuwood sroductsiat-ourtAadawaska,
. . P Y- L S N I "y pete )
Maine paper mill. This"¢iosure"i§ aligr: “wit' Gur ‘stiategy of fectisingon- valtis-added products
by exiting lightweight coated f‘ommodtty groundwood products for which we are non-
"o..;pcttt:ve"’I“_tc ‘Closure will 4.50 ncreass'bir ..apauty of specialty groundwood and: .1ghtwerght
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L ..- Closure of (_n, qr{_f_rcd brvler and,‘"rbmc in the Fdrm!ndstcn New Brl ngwick: nulr mul which

' Wt'l 1mrrove,our opcra*mo cxrellen"e 'I"*r' closure wﬂl rcduce .011 consumntton by. 3 3 million
e gatlonr.p_er vear, Tesulting in 34 mi lhon in energy. savings, and lowcr gl't‘enhoust= gas, emlssmns by
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The Company estimates anpual savmgs fro'rt tnese m'tlauves to be SI4 mt]hon per year e
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Fraser Papers also completed a2l day major i maintenance outage at 1ts Edm.-ndsto*l New. Brunswick
sulphite pulp mill. The outage mcluded $9.2 million in capital spending to rebuild the recovery boiler at
the integrated goilp mi'' and mf‘reased maintcnance, ether costs and downtime of $8.9 willion during the
quarter. This gutage supports our strategy of surpassing mduwy bcnchmarks for fibre costs by increasing,
in‘ernal pulp-preduction by 8%, over- 2007 ycar-to-date levels. The increased throughput will cnable the
Madzwaska paper.mill to displace purchased fi brc with expected annual savings in cxcess of $3 million,
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o OPERATING NiTIATWES AND MARGIN %?GGPROVEMENT INlTIATIVES‘ :-'I'Ia'-'.:"i-
crn ozl e el g byys, AU 1 gy
Fraser Papel‘s fontchs! to FOCUS on achlevmg bettcr pjerf’ormancc aqrossJ’ all operzjitlons mc‘!udlng y
throughpat,” proccss éfficiencies and lowest p0531ble ‘cost structure it drder to producc papcrs that \EvcJ can
scll profitability into growing market segments. Fraser Papers has had a margin improvement program in’

place for many years, wh;tch has successfully rcduc¢d costs. Over the past thrce years, rlsmg 1nputqcosts .

and forcnn qxchangc factors have than offsct margm lmp’ro emcnt :mtlatlvcs )
vafl oo .Jf‘!‘-ﬂl’ LU0 10 UL ,rj L g aneion s
‘_‘”_. ) “' i _'_':"r'{:“,_;”, S e months ended i “"Six months ended
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Paper ope.ations
EBITDA'" (US$ million) . (9.8) (3.9)
Less: Impact of outageP QATNAVIA SVITITZ é "& M":'(@5} 2037 ’ & 10.1) (7.0)

2
Adjusted EBI, DAUf TR TR R VRN . ) IR .1?1 nulg B o 119!3 w3

Adjusted EBI DAMar 1ﬂ(§perlo§|) - et 6)’ s OIS -
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Pulp opertiions = . .
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Fraser Pajers’ generated an EBITDA loss of $18.0 milfioh 0 fhie s¢end qudttet 8¢ 2007 The' paper
operations generated an EBILDA doss.af$12,4.mjllion, the pulp.aperations generated;an EBITDA, of $0.2
million and thg: ll,m;\bc;roperations.gm;crated.;m EBLTRA iggﬁof,$5'8 miben, v .4, T i

e fisibee e grnistietey Booen g Lo v I G HI TR B O T HADE T I AT
Afier adjustmg for.the,S10.0; mitkion.cost. assogiated-with.the Edmundston. sulp,l'ute,pulg mill .qutage the
annual paper machine maintenancc outages and the paper machine market-related, g.()wn@u;uaqcn paper
operations in the second quarter of 2007 generated an EBITDA loss of $2.4 mitlion, a dccline of $5.1
million frdffithé &djust’cd fitst quzfrter‘bf 2007 Fhe [mpadf'&f‘{h& s'fror‘l'gei‘ Ciftadiantdollar; tigher fibre *
and oil costsand [6wok productivity 16vels deconnted forthe dtffcret"ce At adjustiftg for' $7:0 ¥attlion in
additional ¢dsts aésociated-with'the inptarificd olitagés'ih Thé $ééond-qudriét 0f 2006;thé EBITDA in the
sccond quarter of 2007 was a decline of $2.3 million from the adjustcd second quarter of 2006 Paper
pricing, with the exccptlon of llghlwmght coated groundwood pricing, has improved in 2007 due to
improved demand, and’ 6t ‘fargeted’ focus: dri-spéciblty HAPEFY’ led (6 ‘improved <$dles frix.’ HoWever: |
avcrage cash cost in the paper busmess increased due to purchascd fibre and energy pncmg and the
strcngth 01 theCdnadlandollar st vgnlRG D ML o vt VL s bytainoy Gebl et

Coonee e onthaone tngngey i e cilne D0 angbent anupsr ad Uil sl L

Pulp opéf: tichs™ EBITDA declined ‘$1.4 ‘million Edinipared 16 the- first quiartét of-2007 With the! ¢tavetdge
cash cost - ﬁcrezrsmg $34 ‘per toihe dud io it $tréngth-6f the ' Canadidn ddi‘lar"EB}TDA it the 'seéond
quarter of' 2007 has improvéd by $0.7 million over the adjusted EBITDA of” lhc s C[uart’er 612006 *
duc to @ninéreast-ifi benchmark pricing by 9% or $55 per‘tonnc partially offsét’by the' strorig Canadian’ ’
dollar.
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Lumber operations” EBITDA ‘r'-i:r wed By 30 120 cenperad conth st quarter of 2007, After
adjusting for the $3.2 million beief:t of duty refunds in the second quarter of 2006, EBITDA declined by
$3.7 rrilion due to weak tumber markets as a result ¢f slower North American housing demand. The
luisbey iw:zrkst has deteriovated since ihe second qLadeL of 2006 with wezk demand and benchmark
priving vown [1% or_$52 per i.I'nofm. ) - . .

Frases Fapeis’ margin improveinent initiatives focus en the year-over-year improvements i £BITDA
assuming constarnt exchange rates and commodity prices. The margin improvement program ‘generated
$12.0 millicn in the first half of 2007, when comnared to the fisst half of 2006. Improvements were
derived orirearily from improved sales product mix from strategic sales and marketing initiatives and
impreved fibre utilization. . . "

2007 YTD Margin

PRE-TAX US$ MILLIONS Iz, rovements

Salzs Mix Optizaization j 3 61

Sales and Production Volume 2.0
Cost Reductions _ . H 7.9
Total - $ 120

-l oW e —— - - - - ' - R R R - - - -

These initiatives served to only partially offset significant cost pressures from fibre, energy, chemical

cosie and rmarket-r2lated shutdowng, which totaled §21.5 million in the first six months 0f 2007... .
- . ' . i - - o CARLE " .
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e s 2nn?t'P:DrJrr:~.trouable ,
ooy 1 Cost Pressures

PRE.TAX USS MILLIONS o ‘ D e iy
Increased fibre pricing £ B4
Increazed eneray pricins. . RETI v e e aih e e, D)
Increased chemical pricing R ST . S S U TP | 1)
Market related shutdowns . o e . (18
Total 5 i I3 5y
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Béia yh..em o1 Czilior Nute.
Iu the second guarter, the Company determined that it wculd not e proceeding  witi: the planned
acqmsltlcn of Ketahdin Poldmga LLC. As = resul: of ihe termination of the purchase, the Company
tericicred £o. all of the outamucung 5.15% Semor Noies. vhe clesing: will take* place on August 3, 2007. A
wnie-Gown oi deferred’ HﬂaﬂCulb coses of $1'7 midion wiil be \«coided at that time. Subsequeny to the
erd of tiie Secolia quarter, the (,umpany jecured Lriage ﬁnancmg lrum its cuueut ..u- AErs 10 ﬁnance the
renayment The biidge loa. mdtures 1|. November /.d()r C T s '~“

The Senior Notes were scheduled to mature in March of 20135,
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0L v O SYMMARY OF QUARTERLY RESULTS: - 7 s5y i oy

SRR /—ts I N e B Tt S o I F A T LAt O Rt I NN S T A
ciintaly weec e e openn : S The b T T L G L L OKS per
Loeanst ot e D e g CoELT S B s o1t gy Loaeene D osharei(basic and. .
USS MILLIONS . EXCEPT FER SHARE AMOUNTS Net Sales i KQBS e, L o gilufed) .,
2007
2™ Quarter e L e et , BBLT o pne i 2 85.374).. A “',,j(l 28)
200165‘Quun—m'as; S T LT T | FLLNEI Ba ]744 N \(101) B ’!"-’- oy ( 34) .~
P e Y . 4 s v ,o
4lh QUEI‘[él R 4 DO . . . & P b, 1 A $}: 040)_
3" Querte et ('é.rj'-" I T 9 1) e
- 2““Qu.f L 18.3) e Ton gyt
aarte —TT L e By e
2005 Core
4 Quartarees 8§ 21901 $@2L5)_ .8 (0.75)
3" Quarter 226.3 (5.7) a1 (0016). -
T Y I T
S --OPERATING.RESULYS .. . __ . e

Ne!-sales--fo'r-h‘-e mmﬂmm%%ﬁm..pwm4 snillien in the first—
quarter ol 2007 The increase was due to higher lumber volumes

‘--4l I IYEES ST TP (L & N . Rt S T O I
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The loss “or the’ secbiid qdarter 62007 Was $37.6 m‘lllloh ‘d4-Comphred ¢ d loss of‘sm I'mittod"in fhe =
first quarier of 2007. The increased loss of $27.5 million is due to the effects of the Edmundston sulphite

pulp mill outngbtahd Tve ‘associated costs of the perrhan-c'nt closure of two paper machines and an off-
machlncdﬁar@r‘at the Madawaskamill. ol .

¢ w0 e L

As a resu t of the closures, Fraser Papers recorded a restructuring charge of $12.8 miltion of which-$12.6
mlll‘ion are non-cash charges related to the impairment of assets, retirement costs and othér charges.
Add:ﬂoﬁﬁl sharges—of-$5.3 millionr will be ineurred as-detads of-termination- benefits are finalized, of
which 33, Ziniltion will be nanscash

Net sales for the second quarter of 2007 werWFsY 7 il it Ernpared to $207.7 million in the second

quarter ol 2006. The decrease was mainly attributable to the poor lumber markets arﬁl,‘,ﬂu‘ asqor,lpre‘q

lowcrrevrnues.aqd magket dQWNUMe., i g e Mg Th R e e i
BRIt LRI l, AGEETL i b v ey g :.i. ‘_1 [T (0L T T SRV

The loss lor the ,spc-ond qual:tcr of 2007 wa$,$37‘,,q mllllon,.as comparcd to a loss of '518 3 ,mutliop-in, thc

sulph1te P 11p rmll outagc ,and the assoc:atcd cosfc of tl\(':' bennanegt clocprﬁ of two paper machmes nnd aq
off-machine coater at the Madawaska mill, The scco'td quarter of 2006, 1ncludpd pre: tzvf costs of S? 0
million rejated to unscheduled downtime at the pulp mill in Edmundston.

7y : R L L S R [ PRI N

Net sales by segment for 2007 and 2006 were as follows

Three months ended Six months ended
Jun 30 Mar 31 Jul 1 Jun 30 Jul 1
iS$ MILLIONS 2007 2007 2006 2007 2006
Paper $ 1817 5 1744 $ 2077 8§ 356.1 S 4193
Timber n/a n/a n/a n/a 6.7
Inter-segme 1t —_ —_ — — 2.4)
Total $ 181.7 S 1744 § 207.7 $ 356.1 $ 4236
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EBITDA by segment was as follows: & 1. ...

. RV Ca 2 pwpThmesmp teended. . Tiy mors 2nded
S S T PR ot e L e g 3T, Mardl Izl Juz 30 LA
USSMILLIONS o we e o o _cul_eden tocZ007., 2007 2006 2007 2006
Paper ‘ ‘ T $(20) $ (26 3. (89 3 208 F (94

Timber rfa n/a nfa " n/a 2.4
Ty e Ry §50-26) 8 (89 $ 206) _S (7.0)

In u.e second quiare. g 1A 'toss of & T T of S15.4

millioh Tom heH fifst quai I ~¢ planfiec ulp mill

ouiage; . NS auial” papex M = Hid g‘w_’ntime

and-tfie* ifipait'of mghe. cm,rgy dfl(.l TR . e T o .

A dernnl b e N st “

e pe o
Realizéd paper Iprices’ decunedb b 522 ner ton' o7 295 conipared w welirSt-cliarter when a' product mix
included strong shipments of financial printing papers. In addition, selling prices for lightweigtii coated
groundwood products fell in the second _quarter. Prices for Fraser Papers ncrthern bleached hardwood
krafi' pulp (“NBHK™) dLCuned Ly 1% due to “ihcidasdd voniine” or iilte ermal pulp sales-fcr the East Papers
outage.- Lumber pricing ferhains at depressed 'ievéls 1eadmg 10 - wndesprec.d mu__sfry downtimé. ’\.,ost -
pressures in all of our operations, continued as tiie combined effect of higher chemical and energy Eosts -
resulted in an estimated $3.2 mllhon Increasc in costs, as compared to the second quarter of 2006. (See

% { HERR Y [ Pr¥ AP E T D C UL "J"
T

distussion in '.,usmes:. qegments") g
N - i ' o
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E,_-ccnho wf,;enae v a3 S/ SURiLGn i the qume;, as ‘compared’t LJ §7.5- niillion in ihe compa;aole
peflod l'Il 2000, ot S e RIS R THIT R oS | VI S LY 37 LN capggt o et
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Operating and investing or =" ‘i'
During the quarter, cashi flow' ficm operatlc)ns drtér ¢ Aanges i working ra}max was 3l mﬂow of $18.6
million as compared to an ouiflow of $2.6 million during ihe same quarter "of 2006 Dufing e’ §6ddnd
quart=r, Fraser Papers reducesd vinrking car™ L'by, $44'6 million primarily n the form of log inventory
after the seasonz] sprizg buildatr.in e £t quirter, 1. .~ ¢ paper inventories and a reduction in .trade
reccivables. In addition, pulp. mventory build: qu ahe:'io" . the shutdown in Edmundston was reduced .
during the quarter. Op‘,ratmg czsh flow befoie changes in vorking capital in the second quarter. 1mproved. .
margnally comparea tc 2006~ DA N Tt

Vo T R e et
Néf dei‘*t L '_,q.-_'il e . T
Long term debt.of $78.3 million }‘nr‘lud“s $68.5 million of senior, unsecured noies, which bear interest at
8.75% and are due in 20!5 -net of, tranqact-on r‘octs of $1.7, mﬂ!lf"‘ T'he mdenture agref'ment .govemning
the noles r‘ontams certain covcnants the more s:gmﬁcant of whxch mc.udcs restr:ctlons cn the mcurrence

R

pay'nent o* dlv'dends a‘*d ret,urf‘ha e of the Companv g sharee The relmalmn? s 5 m;lli"n n. long term
debt consists of l:orrowmgq Lndf'r the Company s (‘omm:ttcd revolvng credit facnhtv Borrow,nps under
the $30 million facility are at market rates. At quarter end, an additional $42.7 mleon of this £, ‘llltV was
utilized in support of letters of credit.

a I TR
I .
ot * ——

During the second Quarter, the Company announccd it would be tendering to purchase the outstanding
8.75%-senior notes pu1su;.nt to i prowsmn ‘of-thg’ mdenlure govemmg the notes. The tender Gifer closes
August 3, 2007. Subsequént io the eud of the Second’quarter, the Comipany increased its revolvmg credit
facility thh CIT Business Credit Canada Inc. from SOO million to $140 miilion. The $50 million increasc
will be icr'a 12"‘day penod ofY SUbbtalllla“}"l;C sam uerms as ihe Company’s existing” 1acmty The
lmreaseu amount provndes the Company wuh bUfﬁClCIll Itqu1d1ty to redeem the outstandmg sunor notcs
During 2006, the Company reduced its total long-term debt by $79.0 million.” Nei debt as of June 30,
2007 was $74.9 miilion resultmg in a net debt to net debt plus equity ratio of 21%.

0 BEST AVAILABLE COPY
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CAPITAL INVESTMENTS  --novv - e Lo 7T
For the ‘uartdtncapital investments totaled $isyilionddompared to $4.0 million in the second quarter of
2006. The incréased spending'was duc to the planned i¥b#nd of the recovery boiler at the Edmundston
pulp mll facnhty The. rebuﬂﬂ will increase . producndﬁ’:and_rcduce the Company’s. rcqmremem 1.0_ -

purchas: external pu‘lp at hlgher Fdost.” E "'\R" E _
s\n ST
L FMPLOYEEBEMERPHM NS ‘“"’5_
Employce benefitp' ™ iwdi  588,1 mill't B 7 A T e T coomith 83:7, millign
from the com i o -, o ij)6 Tihe ¢ (g5 e e pydirementfor the UG,
plans. atd. ¢ e, rﬂo‘“" 207.7 SR VAR, {de.mgd fezvlatory,
aPProve. . wn i s Lo . wRE-fime, retoactive, paymentiof,.
$4.2 mulion in the second qu. .Jompany is in ess of appealing the decision. If the

Company,is successful in apgealmg,,h ofisision, future funding requirements, for certain pension, plaqs‘.--

Wlll bc])wer nl.)g' e .” 5ot IJH IgJ" R e P “'””l o ”nrv‘ i |)” Ii Tores g REeITe ST -'}..

'”“. .' 5!'..'., ;d (IR PHAS YIS : nr ”“ "i HL i f.\ 11 B TR T I VIR FHTE MY J!] m '::.' 2 P "-‘r.;l .
Empl.oycq beneﬁt p}pns:fundmg wasISJ g_]},mn in, th,e first fsug monthg of . ”007 a decreasc of ,56 4,,
million irom ghc ;sompprable periadin, 2006 lLe dgg;ease 18, dug, 1o lowgt, ,fundmg,rc;qmremcnt for the
Uu.s; plans

Sl oemO Ty nrnnl Boarr LT 08 BUINniNO 26 S At st B b e 300 2 i e gt
Benefit ;)lan expcnsc for the quartcr was $2.8 milfion as comparcd to, -89, miltion. jn. I,lm-cq arjplp“
quarter in 2006. The reduction of $3.3 million is mostly due to 1mproved retuins from invested asscts.
The Conipany also. g'epordc,d_ additiopal benefit.plan cxpense of 2.4, milljan.as a result of ;lil;.,l\/ilaql;}w
paper mzichine closure. T"*~ - *~-nee was recorded in the financial statements as part of the $12:8 mJqun, -
restructuring charge.

Stedoah ulincdiy e l.l- okl Lorehinog it sl g Uit LR IVIEIS N TR
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CUNTRACTUAL GBLIGATIONS

»rof} desy noite
The follywing, table .presents, thg‘,tqtal,fqpn;l}acruqu obligatigns, fgg, Which,, ,c:;§h ﬂows .are fixed or
determinabie as,0f June 30, 20075 -, i ot ool aedbim €2 g < ot gt Lo, r

A0S 20 T e Sile noarnsneeg o aTon R LGB T 20 e to YDV Fotir (e - After five
usshAiibNe ! FOHTHDUT 5 Do 2aDinG Ji tugie BER L 1oni8nb year uithree qoansiiic fivewvedrs:o-ine svears..

Débtnthut 2oy greenmuiehd ar owoiouls: §6) Y@ 4oide qGhined i@l g elrenbe- ol 2080566.8
Operating leasest: sthsos- )it Isinns vacdiol i opnsids 98050 w0l de@6sa 1Tl St il ot
Purchase obligations 7.7 7.7 — W07 Gt Dipernion st

Total contractuai ollizations $ 872 5 83 $ 121 3 — 3 66.8

294702907 IKNQL ) hag gL 1/

Obligations uhdfér dperatlrrg“lcaéé%utﬂﬁ&c'ﬁn’ure paym%mg for brick: fatilitied Hfid cdulpr'neﬁt lea%é’a" g !
purchase obligation§'are ¢Hrt Hitlitnetlds & thé‘ purchalé of eﬁet’gﬁ} And Thw 'm%i‘l'enais’r il St b U

st S e ke mshedean doiay Ir» ftecstbiiiis LTOM LB RBAGTES 10D FhETDY ZUHGHI0N vl o
Norbord "nc " (te formét pafént’ 5o’mbhriy 'of FRASEE Phpets) Provides guaranfees ot J:h‘falh'tjbhght Jhebf!
Fraser PzpefS widef!'a” finantial 'cbinmmhentS' Upreciient! At -hing 305720077 tY: ikibidr potdnifl .
amount of’ lhé‘obl‘lgatiohs guarantéc& WA’ eét:mated o' be SS G'hlilllon" Théﬁé‘ guaréntee&i‘hé‘v’e”nfn”becﬂ""

included i r?ﬁie’table’abbv CUed T aoninhe Suunnng Beocawat cabine o, 1””‘]' waalizen 97 o

shun ool e oo i ool

HEDGING ACTIVITIES

RNTHEN Y Jfll' Croat L 1 RN TIY BN SRR TTTAT (T TN NEFTAS LR NS B F YRS A TONT PR PISTRIF PO | R T
From tlm.iﬁo ume,. Frpser Papcrs ,WIH. eater into arrangements tq fix the, future]rpr;ge qur cgrl‘am produc;ts .
or to fix the mgchangp rate on certam,pf}n,s Gangdlap dolLar-denorrunngd cash flows. v~ tory 0

il S LU 0 noiiline 8 e ond Lot 2 s 3 e h';‘nu

Effectwe .-Ia;;ma,ry € 2007 ;b Commny adoptcd pew Fqcormnendgnonq of, tl]c(,Caqqd‘an Insntute of .
Chartered . Accgum,ants (CICA) .under. CICA, Handbook. .Section 15,30 Comprehenswa mcomg, and .
Scction 31365, Hedges. These poticy changes were adoptcd ona prospcctlvc basis with no rcstatement of
prior period fingneial statements, .. .. . B SV

: . : . . .
fop oot T, T h Cie L e - YL AT

11 .
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As a result of the adoption of these new standards, cha'lges in the value of instruments rep. “.>d at fair
value. and fair.value hedge, denvatlws are recognizad in income: Changes in the value %derlvatlves
de51gnated as, cash ﬂow hedge< emirpcogm"'efl in Othe:- Comprehensive lncomc nptil the mcf mert isno
longer recognized or 1mpa.red and is rr‘cogn.zed in inccme.

— e etm m = = e = = —— — O - .- -

[RFASTS PO S U

During thé first *,. 7 &75f 2007, Frascr Pa; r.;mtered in*o futures contracts to deliver 13.2 millien board
feet of lumber at.r _xed prices..These contrasts are stiil c'\tatandmg with maturity in the third quarter of
2007."No réalize !y, 1in or loss has been téported. Unrcalize.d gains of $0.2 miliien on these contracts have
beer recorded 'in-the Stateirent of Other Comprehercive Income. At July 1, 2006, tiers were no
outstanding lumber futures contracts outstanding.

.
to 5 vt

The Company witers into forward contracts io fix the exchange rate on its Canedian dollar-dénominated
net liabilities and certain Canadian dollar cash flows. In the quarter, the Company recognized $5.0 million
of gains on these contracts. At June 30, 2067, the uarcalized gains ou these contracts a'nountcd to $1.3

million. Realized and unrealized gains or losses on Canadian doliar-deminated net lldbllltlcq ‘hedges and
realized gains or losses on caclh flow hed,oes are recorded iu the Statement of Opf*ratlons in the same
manner as the realized and unrealized gains or losses on the net monetary liabilities an(* realized gains or
losses on cash flcws being hedged. Unrealized gains or 1asses on cash ﬂow hedses are recerded in Other
Conprehenswe ‘ncon"e uniil such ume th'at the Canadiar dollar cash flows bcmg hcaged are rPall"ed

- |
. .

BUSINEA SECW....I"

3. .r Cagront

Th=. Pager segm =rt is compqced 0" 13 paper machines at two locations, one markei Dulp facility, two
internal pulp faci’ties and four sawmills, Frasr‘r Papcrs arnounced the permanent closire of tvio paper
machines at its Mz davraska, Ma’ e paper r;il', which will cccur in the lhll’d quarter of ?O‘J'T " T
Products inciuc: specialty eckaging aﬂd printing  ers, commodity freeshect papPrs spf-cia‘ty
groundwood pape:s, lightweigh: coated grc-adwood pepurs and towel, a3 well as Larcwoacd puip and
softwood lumber. Foilowing ‘he closure of a grcundwood ccating line effectwe June l 2067, the

Company will no ionger manut tacture lightwéight coated groundwood. "

The following is a summary of firancial in_fonnation for the Paper segment: _:/ o s
! . Trreer~mibsend:? Six monthe end?d

- eSS ia 31 Jubi . dwads . all
USS MILLIONS s 2007 . . 7006 B 2007 2006
Net sales $ 1247 $ 1744 $207.7 $ 356.2 S 4193
EBITDA" . L 2 L e (89 (06) . (94
Denrf*f'lalton L ; Sy FRs 71579 15.0 ~ 16l

_Capital investments L 9.5 0,7 40 _ 126 _ 50 °

(n See “‘I-Jeﬁn'itlons" Scction.l‘_ . P ' . . ) . A TR

oot R T I L b P, : . . g L
Thé Paper ségraent iy btoken 1nio tivee operations: Paper, Fuip and Lumbper.
P - . . P e - . .. . , )
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Paper Opeydtons i uni o I Pt TS I AT N U TS DS R PO 0TS I SUTST AT B PR T

Paper operatfldhs ‘dre comprfsed of the followmg product gtotips? spetiatty’ pa(:kaéing §pedna’lty phhtm
commoc ity Blldticet papers$pecialty: grounuwood frghtwclght‘coatcti‘ gr‘d’undwbod Gl towerk

Cet OOnRROTE @ e Dt n Lasine s A'::- .

L . Three months ended Six months ended
oretTE L “Jun J0t - Maf ya RS - i ‘t:‘.jyﬂlﬂ).'?‘!:: Gl

il e T e 2G0T el s 2007100 L3065 e BordDeT Ll 120064
Sales (USS millions). 211 e ol s L0 o 138.9 ot i d419,50 0oL 150i5 L s 0iZBOR iyt 13976
EBITDA US$ miltlons) . o 7 st ges _ren (12.4), i 2.6:00 s Az L(98) hoixre L (39)
Coohaizino wIesnans sl vt ol s
EBITDA ($ per ton) (83) 17 (43) {33) {12)
EBITDA margin'” :, T T L% 2% e 3Pt cani A3TRD e, I%)
srrccmpnedbealo s et wlinh embsnn D mens b e ol
Shipment: (0001ons') S T U i cords BT g il ad dnnngy et e gt
Specully dekaglng, B 19 e 1,7 T i,.l?.,v.\.)...,” hn[:'},’qt‘ R I 34
Specnlly prlntmg DR . 57 . . , J6ﬂ9“.y ‘ ; ,'; 7,9 "”:.I_“_J'___’__"IZQ ” 157
Comnodny freesheefpapers 1 b 22)' SRR § :,T_.hf ' '-I}Hf r.“.-‘ii“ . 33
‘Specialty groundwood T 0 T g T i T S L
L:ghtbe.ghtcoatedgromniwood R i g e iy ?:
Towel ae e T B S Y BRARCRU VI Y1 HH CHIP S PELT M T S A 19
150 149 166 299 335

TPAAR o 22 el
Average Revenue Realized ($ per ton)

Speciylty packaging L L8 1160 o LI3S 1154 "'_"‘_""1 i
Speci:ilty | printing :” oot ‘987" """ ‘ 987‘ r “ '931 Bl '9’8'7" L "923
"Comniédity* freESheelpapers . : 349'-‘5-‘_’ LTgER I B gy S "*856‘ i"‘-". s
Speciulty groundwood ™’ 2T gggh e TG g5ttt a) ERR L deuuinigng L7480
nghtwelghl coated groundwood 705 748 748 730 779
Towel  iuiog ey gt o T8Y v T2 cwn 760 nlc v T80 - 172
!We'lghledA\‘*rhge (S perton) vt Lan QMGG Leoro 00888 Duives 888ancn (927 876
T Y UL Lot e T e 0 00 Jpels ot Lepe
Average Cash Operating Cosl (S perton) Ly b M P00t S RS 00950 877
Reference Prices (§ per ton)” s s Sier - e e
50# offset rolls S szh g I T e 792
3-4#m| Srolls - SR B~ -~ - - 9H - - - -B98-- 1,001
22.Tit:white diréerdry - s “"'1&%’ '_ . 765 - — 720 765 718
mn E3ITDA Margin is EBITDA as a percentage of Sales! kb
@ R :ference pricgs are from RISE: lm (‘RISJ ) N T e e e B

Baih o - (AN ' 'K' 'I‘, o -
Market conditiong for spemalty g,roundwood and spec1ah§ packaging grades continue to be hcalthy for
Fraser Papers and we also expcnenced the effects of the end of the peak financial prmtmg seaSon‘for
specialty: printing—~Howevermeondit T = :
uncoated groundwood, product mix changes resulted in lower net realizations compared o the first
quarter. These situations were reflected in a §22 per ton or 2%.price decrease, realized comppared 1o the. -
first quar:er of 2007. Average benchmark pncmg for commodity uncoated freesheet (50# offsct rolls)
increased modestly by $1 per ton, over the previous quarter to a level of $828 per ton.

Fraser Papers' strategy is to target market segments where the Company can achieve a meaningful or
leadership position and where we can match our technical competencies with the demand for lightweight
freesheet papers. In 2006, Fraser Papers had approximately 82% of its freesheet paper sales that fit this
description, and the strategy is to transition the balance into ncw or existing specialty market segments.

13




O | 'rascrPapers

Specialty packaging. products. are:Used. for foad, anplications ~vhich contaiis bots stain. resicia=: and non-
stain, resistent. packagi: 3. papers.;iras °r.Pape:s- l-s the-zbility 5 meet tghirtechnical,zt-z-rds for
application: such ac pet food bagé. ard, dry.mix congor pouches, and,bags. Frafier Pepr: “vrackaging
volumes incraased by 2,000 wrs compared:~ the fivs* g7 ~er, 0f. 2007 dv=ta inrersed non-siain resistant
produzts. Speci~ity packaging priciry.az” rove-us.realized.in the: racondiquari-r of 2007 decreased
medestly cver the fir-* .qua—ter of 2007 dv2itcralsdust mix which bad a siight btaartowa'd non-stain
resistan: preducts with.lo::'?r:ori.‘ing. T ATV P AT R

St TR GL DL e DY ety e v gt l
Sp°c1ally nrirting. pz‘petv mc]udes o chaaer ) tha dr" characterize” by -'rh echrizal .,pef'it' cations and
niche. enplicaticnsripcluding lebzlling. and tHermzl poibi-cf-sale rec2iy ©5:as . well a5 iightweight opaque
gredes for. fineacial wprinting, applications. Froser: Papers’: specialty f-inting pepars:lusiness volumes
declinad by 1 2:066 tous:ceinpared to the first quater of 2007 due to the-end-ct'thz peak finaccial printing
season in the sccond quarter. Furthermore, the softness reported by the North American retail, home:-
building and automobile manufacturing segments has directly reduced demaad for bar code label and

point-of-sale applications. GO e TS Ut ey e L

Commodity freesheet papers are & 2 ke y focus ofeflzots to, bottc m-clize-unp ofitable grades-and customers.:
However, in the second .quarter, the volume for commodlty freesheet mcreased by 11 0(‘0 tons over the .
first quarter due to, shtpments of LForcct S'cwardshlp Cocncrl ("F“"” ‘) tradebook papers proddced at the
Gorham paper mlll 'lhe (_roruam il recelvcd 11s P 5C cemﬁca i6n earlier i in 200/ A portlon of the F C
cer‘tﬁed papers‘ was used in the produc 1on of the U hardcover edmon.of Flany Pocter. and the I‘eathly
llows Ev'ef.‘ wrth the largvr* order 1n the sccond quarter for the fll‘S[ 81X mfmths of 2(}07 "volumé of
f‘onmodtty freesheet gmdes declmed by 13% over thc ﬁrst siX months of 7006 4s Fracer Papers eontmued
to -1 : ,"'._‘?W ,'554 t;ocule or} ’t’nlo.her rpargm opectelty paekagmg anr‘ p mtmg paper produr‘ts m strateglc markets
Fraser Papers shxpments ot' sy cnalry grcundwood produrt., mcreased bv 4 000 tns trom the prewous
quarter. This was a result’ of thé Isubsututlo*l of certain financial prmttng apphratlons from’ a fréesheet
product to an uncoated groundwood product (‘orr-pared to ehe ﬁr.,t quarter, however avcrape revenue

Weak demand anrd reduced prlf‘lj]g tor lwhvwelght coated groundwood pzltr“rs contmued in the second .
quarter retlecting weaknéss i print * advcmsmg ‘Activity. Avciage 'ben¢hmark prlcmg for coaed
groundwood (34# no. 5 rolls) declined by 2%, or $19 per ton, over the previors quarter to 3888 per ton.
“raser Papers announced its exit from this ‘market dunug 'the second quarter of 2L07 o
R T L S Y T AR SR AR SR E IS PR Y BTN B L SN B SUCI PRSI Cee e Tt

in-the "shecnd gquartery Toelin Too.ts dack fhe necessary! steps..toefiviner! improver the cperatmg
performance at iis: p.tper opc.atl izl Speo_r- saily, Fraser Magers comyleted a me] or rzeinteriance outage at
its' Eamungeton sz! )hlfC‘phr}’_‘ il to inciezse e pm'iue.tm ol interac'ly-g. Lretad i ;c to 'its paper
machines. We also co: n;-ete Vannual leinioiesce L, Goliam, Mew. ’{ampshtre 1per i, including a
major overhaul.cit <.  paper tmacking ieader to: £nprove its operati.y eciencies. £.dditionally, Fraser
Papers has a company-wide initiative to - i .l /c operatis], “parformance at ail of s mills. These
initiatives arc expected to improve througbput and the cash cost of operatlons (See discussion in

“Forwarid-looking Ir.i'o.‘tr.&tlcn”)t L R N LI CETE N
F T S I L S TON T I T L Y DO C PR T S P PO P

Three months ended.]une 3012597 comparsdite thrzemonths e raﬂd aerch 31. 2007 BPSETIN B

The paper operations generated negative EBITDA of $12.4 million in the second quarter on sales of
$138.9 million, This compares to an EBITDA of $2.6 million in the first quarter of 2007 on sales of
$141.9 million. The $15.0 m:lllon decrease in EBITDA compared to the first quarter was due to the
planned suiphite pulp mill outage in Edmundston, planned paper mill maintenance outages and market
related downtime. '
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During the tmskp'-millitoutagest the imill incurred-pdditiopal-:mainitnance wexpense;, purchased - softwood
market palpisnd rextendedripapet - machine: downtiine-o8 the ‘Madawaska -paper: mill.with theicombined
effect of:88j9emillioni-Four ofthe -Madawaska paputrmachines wdrtitaken' down for ene: weckand tha:
other four svere takem-down: foruduée” woeks:duvingethe rowth e t&ioontrol- inventorics -and:.compiete:
maintenanée. - ‘Additionalty: itheve swas ‘a plannet:anvand rmalntenance outage - at:the [Gochpm, > Mew
Hampsk irei paper mill whithuthe effect of $0.7- millionaud ifouruweeks’ 6f markiat:dowmiime! on. onespaper
maching: at the Gorham, New Hampshire paper mill due to weak marketfconditioms:with-an‘offectoof $0:4-
million. Adjusting for the cffects of thesc outages, the paper operations gencrated ncgative EBITDA in
the second quarter-of 2007.0€ 82:4 million whichiwast$3iliimillinm-delow:the adjusted first :quarter’ of -
2007. Revenuey-weré lower/asa aggult vf. the ' peak-financialiseason: i ithi:ifirst ‘quiaster:(he..Capnadiah «
dollar exchange -rate-amd:ringochsod purchased fibre 'and-amergyopricing: lednto: increased oosts. The-.
Canadian dollara.\?evéged Us30 Qiin ﬁm'seicbﬁd‘ﬁhﬁrte; of 2067 cortipased o ISS0-85. indthe firstquarter-.©

of200f1 ‘ A e oty vl buhngs, ceniilion s SIGHTLGTRTT s e Ll b el
fa, obes g et bnatnob Bouubon cibeeni esd anenrgoe wrrnnosiunine sodonotoy Lri enthen
Shipments were substantially unchanged from the first quarter. FHOOE ST et

Thme months endeddaneJBﬂ rzmrcamphredm threestaoniths:ended July 1, 2006 <jue; 1ools r it oride e

Thc a;: er e'ereitlons generated negatl :LE’E,ITIﬂ ¢ Jét:' 3174 rnlijlon in. the” séconﬂ quarter on saies of
J'lh(a (s [!HHH.J'J- e [l i I
313 qum Ad_]ustmg J;lor the” outagﬁ§JI1|r1 \the secd qua ef.of 2067 tl]'le _paper qpcr.atlons gerrleréted
[]VE d N il Wit

‘ 6 \of:;$ 4 rml‘l'lq'n] This comj arcs to a cgahve"EB‘ITl?A of $7. 1 mllllQﬂ in 1t ihe s¢ nd
quartc':f i)f 7 05 on s'a es of $150'5" mr‘lirpn e sccond quarter of iOOé'had’ unp'lzmnedl tagls w1th the

effect” 0 §70 mll'llon Ad)ustmgf for qthe outa e’ 'l]l'l thelsccond quar;er|9f‘ 2006 tfre pq er’ op‘erz'irn'[cr;rr‘rsl:\‘
gencrated negatlve ITb 0_1 million” The 2.3 J"l]:on decrease in EBITDA & mpar ared''to" the'

second {jiarfét of 2006 Was duc 10 increased ”cg&r;ts Toribic, enérgy, and comb 1ﬁg'éitw1'th the ceféet” :'f the "
stronger Canqdran dollar parl;ly offset by mprovﬁ% ellm prices. The Ca.nadlaq dollar averaged USSO 91 .

i f M;rfﬂo'n Y ZANSI T ;
in the se: 3 d uarfer of 2007 co ared to ‘Us in thé n 562608, ¢ .
Indt quatter 92007 coniparéd 16 0SSO Ay AF.S@??%“ qianter of 20 ,

FOCsHID) E efe 2t T i

Shlpmert/s d'ccreased 1)?/ 105/0 iﬁ' tth'éi'sr’::;:!(gj'n "u‘zi'rté'rJ of" ?007 cé‘r’rﬁ“ 'z{rbﬂ’ 't'b ’lz;)srtmyie_ ,_s, comparablc quaner '
due'ls’ snftemn‘é 1, Fetair automo'bllebé’r'ld ho mbmldu'”"'” J“”}s l'hat,dlrcci y lmpact 'Pi'e:ssurc sensrtlvc
and pomt-of-sale gppllcatm’ns In"addition, the recent ‘pricé  fHierehdds’ by the U'S! E)(ostal Sérvice have
ne,%atlve ly. 1mpacltle'(|1. egtril()]g, magaz.l.ne and commcrc1al prrrltrf}g scgr_p;cl_:nts as pu?llshcrs and prmters work
to,cf err’g=dl f”ormats ‘basm’r ﬁeflgjrllfﬁ'anq_c!lstr?ufmn slra{egies to rp'rhga!t'elfiqe rlncreas‘u‘rggcosr‘f;”o:f mallmg
SixStiotihs ended Jid .;'é) ?DO? conr};lare to’ fvlf:i: ri:zdo;fzths [endedjuf j 200'6“J (rlion 2o N D b i:bf':_"'“-i
FIRLD Goicdwe set ol S Al 200 @0 s ah Lusagonns 2. et
The papur operations had a negative EBITDA of $9.8 mllllon in the first six months of 2007 on sales of
$280.8& miillion:;Adjusting fortheioutages.in the.sceond guartdenthe memét aperations.generated EBITDA +f
of $0.3~aillion.Fhis: compares t0,a:nirgative. EBITDA:of $312 rhiillion init&ofost sixmonths;.of ,2006.0n.~
sales of $291.6diillion~die-s¢nondiquaster .ofi 2006 hid-unplagned Yutages -withishe. effect. of ;870 ..
million. Adjusting foqthe outagesiinhe second: quatnas,-tho:papdrreperations-geherated.anr EBITDAofr:,
$3.1 million:fosithei-frst siximonthsyifi 2006, Thc;SZ-:&rrriiHionidecrease‘imEBlE[]i;JAg wms dueito increased.::.
fibre and enérgy cost pantly:offset by higher millincyreabizations.o: »/ruin’ whevasamos 6 enn oY
snrtl e 2TOUS o Gent G, M err fueidugnagii wrovpnn o Beisuney T 20
Shipmen:s declined by 11% in the first six months of 2007 compared to therprevious ;year.s: first si |
months «lue to softening market conditions in retail, auto and home building markets. As prev:ously

mentioned, the postal rate‘increases.have impacted demand fanprint.applications; . .\ b - - '
STt NUR T PEL L SR TS A 4 ACTIEETT orinesr 2000y housegs (o w0
a S i ot e narinn -0 s AUV wn oo aotanrens enb b i e
oA Ll e el Lnntnaen SO e " mathien o te Al oo vl
SO LUl et i e Benala aetsban cr b sesgne U oo adye prilale
L5 A Y !
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Pulp Cperations Sy C et : . :
The Cermpany owns 2ad operates 2, IJBHK market pulp miil ir. Thurso, Qu“bvc ln the secone. quarter of
2006, Fracer Parers <losed its NB 1% market pll|0 r"-ll] m Berlin, New Pam*aqmrc T]~e site has since been

SOld e s - ot . woS -. : i ’....l AP U A I R ST PO N S
o ' . et BN R oL . N L osaFripe e g N vy
v o N ; Cemib o 1_hrf°ir'or;“'s ended el Loy ._Six months ended
: Ie T P~ I A Mar3l Aud, l L dun 30 Jul'l
i . L L_mer_ 2007 2606 2007 2006
Sales (USSmillions) 187 123 77228 T 310 50.8
EBITDA (Thurso} (USSmillions) , : L 1.6 (0 5) . ., L8 (2.1)
EBITDA (Beflin} (UsSamiltions) s B (F 6) LN (4.1)
Loss on Pmp H(:dbe (Ub)mllhonap Cofee T b= . — N "'IF‘(O 8)’ [ (1.3)
Towml EBITCA -7 SR IR |1V SR 4.6 T (29) v anhe e .8 (7.5)
R oY A R N LN AU S
Pulp EBITDA ($ per tonne) 3 29 (42) 16 (52)
EBITDA Margin'"! et Co A% CO13% o (13%) e 6% . (15%)
Shipmenls ©00 wmnes)® T oo TGy S gt e A G 116 T 14.:
R .. : N T o ‘ . Lot MR TR P N TR
Avérage Revenue Reaiized (S pot tonney -+ 128 ST VAR A R A '541 M w4ssu-
. . T C (P T Y R D LU R | LTI, Ty
Averay‘ CGark \,p‘.rﬂm.-v Cotits {8 per totne wo D30 A0y 0 499 L AT Bl G495
- S LG T e i omhol Tl
Rer""’"” Frine ’S e .,.m,.\ﬁ) : Coe Cat Coornen ST U T Lt ey et gt
NEIV. marketsely, . ' 453 £90 643 693 - 609
T)r EBITDA Margin is EEITDA asapu'ccntage of Sales. : A ‘T- A
2) Pulp volumes and average revenues rcal:zcd include internal sales but exclude pulp hedges. ‘
(3) Reference prices are from RISI's Pulp and Paper Weekly.
(4) Avernge cost aperating costs are for the Thurse mill oviy .. Ce , : . ey

Market conditions have stabilized for the MSHK puip market with éi;éragé benchmark p'rif:'ing'.iﬁprc;.fing
by 1%, or $8 per tonns over the first quarter ¢f 2697 to 3698 per tonne. This is an improvement ¢t 9% or
$55 per tonne compared to the second quarter of 2806 in the average benchmark pricing.

-

I
Following the-closure of Berlin pulp mill, Fraser Teperc has redirected o portion of its market pulp to -
ir.:ernai iise-rjlai:ing‘ ine Corﬁpa:iy in’ amaie, valennad position for tetal market pulp volume.

Thmc montis enaﬂd June”j‘u 2007 conf::rea’ io :hroe months enacd March 51, 2607 T

=

The pulp operaticas generated EBITDA of $0.2 million iz the second quarter of 2CC7 on saiés of §18.7
million. This was a $1.4 miilion EBITDA reduction from the previous quarter when the puip operations
gencrated EBITDA of $1.6 million on $12.3 millicn of sales. The $1.4 million reduction in EBITDA was
priczarily due to the ef'fcct of the stronger Canadiar. dollar. The Canadian dollar averagcd Ub$0 9] in the
sccond quarter of 2007 compared to USS$0.85 in the first quarter of 2007.

Shlpments mcreased by ll% in the sccond quartcr of 2007 compared to the first quarter of 2007 as
additional pulp was shipped to the Madawaska: »aper mill prior to the sulphite pulp. mill cutage at
Edmundston.
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Three ronths ended June 30, 2007 compared to three months ended Julv 1, 2006 A T

The pulp dpéﬁtlons generat‘ed E’BITDA of $0:2 mlIlron 'in’ thé- second’ juarter of 2007 én'sates"of $18.7
miltion. This*Was 4 $3'1 mill¥gh EBITDA improvemént froii the previols year’s quitter Whefi’the puip
operations generated negative EBITDA of $2.9 million on $22.8 million of sales. The $3.1 million -
:mprov=mem in EBITDA .was primarily duc to 1mpmvc.d average revenue realized of .7%.as well as_the
closufe of*the Beﬂm mill- and-the-e'xprratroﬂ ‘of” cmam pulp hedges at the end of 2006. The stronger
Canadian dollat” m!;reased the CpSl for the pulp operatfon *fhe Canadian dollar averaged US30.91 in the
second quarter efzom com ﬁ%fpmsso 89 in the- sccgnd:quarter 0f 2606 -~ vo- o - .‘*-. -
Shrpments declmed by 12% i ,m the second quarter of 2607 compared to the second quartet of 2006 In,
preparation for the East Papers pulp mill outage; we increased the pulp inventory, for1 use. bv the paper .
machinzs during the outage. As a résult'of the unplanned paper machiné arkét downtlme'ﬁlkc_n in Jung,’
this inventory was not completely consumed This mvcntory will ship in the third quarter.

Six months endedune 30, 2007 compared 1‘0 six mon!hs’ &nded July 1, 2006 Coomort g

The; pulp operatiqns generated an EBITDA of $1.8 million in the first six months of 2007 on sales of .
$31.0 million. This compares to the previous year’s first six months negative EBITDA of $7.5 miltion on
sales’of $50.8 million. 2006 included an EBITDA loss;of $4.1 million at.the,Berlin.pulp mii! which.was
permanzntly shutdown in 2006 and a loss of $1.3 million on a pulp hedge that expired at the end of 2006.
The"EEITDA fex*the Thursa pulp milt improved frorri‘rﬁ':gative EBITDA of $2.1 million m the firs¢'six -
months of 2006 to an EBITDA of $1.8 million in the current year. Improved market condltlons
contributed most, of the EBITDA improvement with benchmark pricing improvirig®l O%ﬁr 584 per tonne
over 2006.-Thursé’s-cash costs-mcrcas-cd-é-é»-ta-&&lé-p&-tg_.ne camparcd-m-sé nedlit

. R RN TV
to increased chemical and oil pricing, T LTI S s 2o

ST T P "*'- 3PS Ly EAFE T FPO S 1 B N

3 N N AP AR D DTN
Shipments declined by 19% in the first six months of 2007 compared to the c0mparable period of 2006
due to tie closure of the Berlin pulp mlll

TR T B N TR R T A A RN TR UL BUTE T B
Liéber Oﬁeratu)ns Vo s L e “':"' “”HJH', T .::‘:‘ "
fp ot b
Lumber operations are comprrsed of four sawmﬂls two in New Brunsw1ck and two 1n n Northern Maine.
« 1 - PP - Lo e L ity ‘;L... I n
: D (oo it ’l‘hree rgonths ended . __Six morths énded
Tt TTan 30 Mar3l o Ratl o Jan3e o Jull
e 2007 2007 2006 2007 2006
Sales (U $millions) ‘ TN TRAE I RO g 2 T 3404 ¢ T A3 T Y709
Antiduriping duties refund + , + o % e Lo g5 e L T T 32 ey 32
EBITDA, (USSmillions) e p e (5 8)1 ‘., (68) .‘.--l-.‘l (126) 20
EBITDA { (Spchmfbm) : SR S '(64)' " (96')“ ',‘lb' 8) 9
EBITDA Margin® * " & 70 o e 0 T a%) e 349, 3‘% (‘z8°/) "'_‘f 3%*'=
Shipments (Mmfbm) 91 71 106 162 214
L e LTl |',"‘k-. ‘ o F o S R T T A ) NI
Average Revernue Reilized (3 per Mmibm) T # 20354 00 285 ' o0 319000 273000 2 327
Average Cash Operating Cost (8 per Mmfom)™ 326 376 339 48 334
Reference Price ($ per Mmfom)'"!
Boston SPF 2X4 #2&Bir 326 329 378 327 389
[4D] Reference prices are from Random Lengths Publication,
(2) EBITDA Margin is EBITDA as a percentage of Sales.
(K1) Cash operting costs exclude refunds of Anti-Dumping Duties.
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Market conditions continued to be very weak for the lumber operations due primarily to thc..:zline in
U.S. housihg stang froryi2. 'millioid’in 2604 aind 20056 ‘athiamalized 4.5 iltion in-théisecq..d:quarter
of 2007 - Avétagt tenchridrk-lafibel priczs (Fdstern: Boston! SPF 2X4) decireased $3- per M ::n«from the
first quarter of 2007, but are down 14% compared to second quarter of 2006. .Gul o L0
—————— — = e e N am et e eamm
Durmg !hc see ORIz ter, Fraser Paperii-ne: L ov i, dallzcd declined compared to the first quartcr In
the first quarter, " {ve iBroduced limber for the 23 port marnet whrch had high net realizations, but also had a
htghcr—opcrattng-eost -In thenscuond quarter -thc markét “was. such that it made.it. more profitable to
produce domestic product, even thodgh the averdge revenue realized was lower.

The Company addressed the depressed lumber prices in the second quarter by implementing market-
reiateéd sHUTAOWTS To1 [ive Wedks ai'ilié Piasier Rock; New Bramswilis sdwiulil, e weens ai ine Juniper,
New Brunswick sawmill and eight weeks at the sawmill in Ashland, Maine, Fraser Papers’ sawmills are
an important SORFEt 2. Nao¢ £ ¢ hion: sss Swlzfart! e st P o et n. As such, operating

decisions.are made arter considering wood Chlp and biomass reqtnrements as wel. as lumber demand and
prlCCS u! PGIFATS F I :'-'q PO lll RNV IFASTTEI R Hel A i ra R

Tt SLE T R0 ae D Ut U e SIRN T st il

T?rree months ended June 30 2007 'c'o#rpqred I fhreé m?ﬁihs “Sded March 3 1, 2007 B OO

o SETTE ST ol T Gy 1 R DL VRN B neois
The. lumber oper: atrons gene rted mnefative EB[TDA:' 0fi$5:8 milliga in the second quarfer of 2007 gnj.,
sal2s of:§24.% million. This corapaies fo a;negative. EBITDA in the first quartar of 2007 of $5.8 -m"ugg
cn sales of $20.2 million. EB[TDA tmproved by S1.¢ million.over the first avaner Ane te imeroved mix
of domestic product and hlghcr sales volumes partly offsct by the stronger Canadian dollar. The Canadian
dollar averaged US$0.91 in the secondd.;:ia.\.~ of 2207 compical 8 TIS20.85 in the first quarter of 2.007.

Shtpments 1ncrea{sred 5y 28% in 'the” ‘second quarter comparcd to" tne first quarter as the sawnu: rls reduced
i NEALHE YR [
in-process and finished gdods inventories,’ T ‘ it

,-- -ﬁva_r'

Three months erded June 30, 2007 compared 0 three momhs ended Ju!y'] 2006
The lugn ‘elf’B’ﬁéradeié ée:r)trera'ted a neganve EBITDA”’ f $3 8 mtllton in"the second quarter of 2007 G

sales of 5324 I mllhor.r' This ¢ compares “to, EBY’I‘ffA in; “the’ second cfuartcr ofL 2006 of $1.1 million whick''
1ncluded the $32_ mtlhon beneﬁt of, duty rel’uans Excludtng t_he effect 3t the duty refund, EBl‘T[jA””
declmed by ltll?-“,v' mttlron over ‘the” sgecond quarter of 2007 d toWeak rrarlcet conditions and market’
relatcd shutdowns and the strength of the Canadian dollar The Canad1an dollat avcraged US:sO 91 in. the

second quar‘er of 2007 compared 1o USS0 86 in thie second quarter of 2006 g L
NV S ETE T eyt
Shipments decreased by 14% in the sef'n"d rrager of ?OQLcompared to thf‘ cecond quarter of 2006 due to
the market-related downtime.
FLPRA ..-"'Il .5 7)"!1[ rpote LMt e S SR FCI A5 107 IO FROFRRITS Y SIS 4 _tl . f\.'.'._‘-"':',. ‘it 1t
Six"nio.t.‘.’ts énod June’ "'0,\2007 c’dm,,.., ed to §iz. mo ths ended Ju]y.l’ "GOC wal e i e

L TREIE LN Hhs i

The lumber onerattons r’eneratedma negat.vc EBr l‘ DA of' $12 6 m1lhon m the f1rst s1x months of 2007 on
sales of $44 3 mtllron "lhts compared to an EBlTDA of §3. 0 mtlllon 1n the ﬁrst 51x month‘s“of 2006.
Weak market cond'ttons lower “elhng D"ICCS “and market-related shutdowns contrlbuted to 'the lower

1 [ERA I
results ;

ca - N . . . R 1 e v, - . v ©a
PONSFESLPRELE B HEM L ,;!:' W e Y M TR i+ D - DRI LS ‘(1:_

RISt

Shipments declined by 24% in the ﬁrst six months of 2007 compared t6 the first'six months of 2006 due
to .the ‘market-relate_d d‘.’;‘,"jml}??e-

- . . . . ' Tt
[P R ML 11 , oL L LA ok
. - e L .o .o
PN A | PILATRIC A it v ‘ wha, T Tan SAEA

LSS R O L FEN T PGS T RS TR S i_ et i3y P P I T T L o P ‘_: O ey
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Timbel Seg]‘nentn NI ;'nl wab s .. hf”"lfi G ur-} ‘res M r‘ T R P TR LSt ST s SIS B TR
The Compsmyrsold: its freehold NB Timb=erlends..on Jam'ary 31,,,200 ~and - currently. -has only.; one
reportable, sogftent. Thetaole :ahawn below -reflects, anly. the; results, af, oparating the. Timber, scgment .

during the first quarter of 2006, 340 0 opn o bito e o Bowndgnron o'l caob oo g J00T 10t 0 e
, SR B e b . -Threesmanths ended ;. .- .. .= - -§ix-r nuths encnd ;
st bt dgie o Sun3050 - Mandke g ':')":]:‘.':'Jilf,': IR LK I e
US$ MILLIO W3 . s IO s . .. 200‘2‘- re. .i‘szOJ Ciee 3oies 2-006 s, - 2007 s 2006
Net sale»m e pl By e S T s uﬁ:‘: To el ':‘Srv TP N "‘“i S ,rr.%r 43"-
EBITDA — — — 24
Depreciution b O - T — ., i —
T I e LT DO e L 3 gy et oyt hapernioh wis boae b om0 e
Capital investments’ ol AT e e 2 PR Dt QAT D T D2 a1y i
0 Sce “Definitions. bccllon G g BRI I TN YR BT DM A W AL T3 r'n."i.m [ |
Cooiske ponpeee e Dnsowge it o eaonw nlge ban i ens wnl ot e
CRITICAL.: A@CWP\G POLICIZES AD IXCCOUNTING ECTRIATES . v -
) CATOTIGD T LRI GG L D Tortsleernn o

The critical accounting p0uc1cs and the accounting estimates used in the’ preparation of the June 30 2007
interim financial statements are substantiaily the same as the ones disclosed in the Annual Report for thé
year ended December 31, 2006 except as described in Note 2 to thf‘ interim financial statements, The
i\ Y
closure of the Madawaska paper machmcs and the Berlin pulp mili and the |mpa1rmcn[ and other charges
reldfed to the Smuii Papers bar.krup.,.y filing” are’ baSedi o sies AL ‘csiimates Jucrto-the.inherent .
uné'é:rta.my i1 escimating potential recoveties; CléoUle'COSlo andiconiingent IOaSQS Theze esti.actes may ba. -

matéiia-ly different fl’efm actat futu.e cash flows duie to 'viricty of facters, t 1 i aidailion LOLE 1, vuler o
AT . : oo s e i!..-": PRI LAY 'a,, .J.'._..i DI T 'O oatien iy )
- e RISKS. ND*L‘NLEPTMNTL,;- NN B \V)' gt alie

The significant risks and uncertaintics faced by Fraser Papers.are subz"?ltanuallvrthc same as the ones
disclosed in the Annual Report and the Annual Information Form' or, the  year epded Dcccmber 31 2b06

f‘ONTROLb AND "ROCEDURES -

e RN Conh G S 'l\\‘r _{\';_ ‘\.h " o
M?Pagem.ent has designed internal controls over financial. rﬂpomng, or_caus?d them to be de51gncd under
a4 o

theﬂ supe rylSIon of the CEO,and thc Ci"O to pmwc{e rﬂasoraﬁle assurance regandmg the l'c.llablllty of

(s SO [T
ﬁn’gnmal reporting and the preparatmn of rhesc ﬁ’lancaal s]tgtﬁme{}tljs ;m Jaccb}rdancc w1tn f anadlan GAAP
Thqy heye considered the need to glsclose ify tth MD& . a‘ny' ‘changc in t[l?c Compan s mtema] coiitiol
over,. f nancxal repomng that occurrcd dunng tr e Cbmﬁaﬁy s, most re_cent’ 1ntPr1m penod thal"heﬁ.
HyTad b sy 00911

matena]ly aftected, or is reasonablv hkelv to matcrlally a*Téct the Company ’sr m'tem?l ro_ntrol' Pnd have
not identified any such changes. =~ v e R BTl

o R SRUARDLOGKING INFORRIKTION -1 o€ bonssinh o o
SR I SURTR LR, P TS Y
This report contains forward-looking information and statements relating but not llmlted to, anticipated or
prospeciive financial performancé]iresults:of operations; businessypsanects,expected, pepsicn funding, -
anticipa ed selling prices for .products, max1mum posmple arqoums under certaln guarantees and Fraser
Papers’ strategies. bxamplrs ot such statemems mcl ded A ﬂn’s' d’ocument mclude bt are’ ndx- l:mifed tciI
the exp:-cted 1mpr0vr'mcnts in re%ults followmg dlveshturcs and'othcr m1t1atwes cxpéctéd changés m*
significznt ‘cash flows, note repurchases potentlal recoveriés and hdjustmcnts with'the NMadawdska baper
machine closures, recoveries associated with the Berlin pulp mill closure, adjustments in regards to Sinarf -

Papers lasses, strateglc and operatlonal mtentnons and others. o e

ow P2y vie et o ML0 o oo s st

Forward-looking information typically contains statements with words such"'rzis f“‘c'&‘)'ﬁ’:iirclgr”dQ&dﬁii'éiﬁiltc;’,
“believe”, “expect”, “plan”, “intend”, “likely”, “will”, “could”, “seek”, “cstimate”, “possible”, “forcsec”,

potentnl” or similar words, or variations of those words suggesting future outcomes. In addition,
forward-looking statcments may reflect the outlook on future changes in volumes, prices, costs, cstimated
amounts and timing of cash flows, or other expectations or belicfs, objectives or assumptions about future
events or performance. Readers should be aware that these statements are subject to known and unknown
risks, uncertainties and other factors that could cause actual results to differ matcrially from those
suggested by the forward-looking statements.

"% RN LI T LRI 1 CL Y LAY
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The significant risks that impact Fraser’s busifddind tirure performance are discussed in the Annual
Informgtion Form. as well, as Fra,s(%r Papers, Annual Report and, other, hlmgs with. Canadla,q sccurities
rcgu,latory, aulhormes Thc ~Company . caupons lth thq‘ list of risks and fac;ors discussed. in those
. documents may not be éxhaustive, Rcaders should considér those nsks as well as other uncertainties and
' factors and potential events. Although Fraser Papers belicves it has reasonable basis for making the
forward-lpgking statements . 1ncluded ip, thys repont, readers are cautiongd nat to place undue reliance on
such forward lpo,kmg mf'ormau,op ' ’

noio wtesthai oL S - o L e ’;t"":’l"ié"—‘ TS
M IEITHIE P AP TP "'"’ S I R LT R TT B
Fraser Papers undertakes no obhganon except as required by law to update pubhcly or otherw1se revise
any forward- lookmg information, whether as a result of new information, futire events or dtherwise.
S G et s aupe act oan o1 iy .
The “Outlook” scctlons that follow in this documem are based on tht’ Cqmpanv s'views and the actual
outcome is uncertain.

P e erabs sndnnng g by e b fmé‘- .,'_ " zo cprlo e gy puli J
: RN R R LU p o :

S I PP PP T M A T VR ] # BT ST L AN AT TY S LV | LN e 3 DRI

S0

Fraser Papers’ strategic dccnsmn to exit the lightweight coated groundwood paper markets and
permnarentiy-closer 70,000 tomns. of: mcbated frecsheet ‘paper capacity:will lead to-improved. product-mix
and a targeted focus on specialty.- pa;:kagmg -and pinting’ papers: Theiimpact of thesz inifiatives,.combined ¢
withlthe.1ebuild-of:the récovery boiler and permanent ¢losure of an oil-fired-boiler: in: Edmundston;:Mew
Brunswick, is expected to reduce the overall cost of production: at the Company’s:East Papers opr:ran}ons
by a total of $17 million annually, The Company will continue to reduce costs and improve operating
performance at all of its operations.

Demand for the Company’s specialty packaging papers is expected to remain firm and business
opportunities for packaging applilcations continue to incrcase. Although the Company has seen the
substitution of plastic for certain packaging applications, the movement toward renewable, recyclable
products is expected to lead to additional demand for lighter weight, paper based consumer packaging
products. Demand for specialty printing products has been lower in part due to softness in retail,
automobile and home building segments as well as the postal rate increase in the United States. Given its
ability to produce lightweight printing and uncoated groundwood papers, the Company anticipates it wiil
benefit from a move to lighter weight papers, to reduce mailing costs. Commodity freesheet markets
appear to be stable in the face of widespread market downtime and continued rationalization of capacity.

List prices for northern bleached hardwood kraft pulp continue their upward momentum as world demand
continues to be strong. However, hardwood puip mill start-ups in Asia and South America are likely to
reduce pricing pressure.

The housing market in the United States remains challenging with starts more than 30% below recent
peak levels. Mortgage defaults in the sub-prime market are expected to continue and to Iead to increased
inventories and low demand for new homes. The Company will continue to evaluate sawmill downtime
against the requirement for wood chips and biomass fuel for the paper operations.

Fraser Papers will continue to focus on reducing costs, increasing market share and improving operating
and financial results at all of its operations. The Company has scheduled its annual shutdowns at the
cogeneration facility in Edmundston, New Brunswick and the pulp mill in Thurso, Quebec in October.

|
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1, T RETINIT. L

Sesreindion z.";“;“""-[ ,-:-i,"jz:zf WA Pah e L

As ther :is 0’ gencra:ly accc,,ted ‘metlod of CalLUId[lng the meaburcs outimed below thcse mheasiies'ag"
calculatea by’ Flasen‘ “’apus may not be comparab.c ho" summr t1tled mcabuxes reported by othcr‘

Companles - o : LI L I)i:“r o ol pI l:,/i ST PP ..l- BRI Vit CALT Ly
L .'.---I T . ' i "l'.""i‘\- Lot 457{ ”-;, N ‘“‘, Sy, 1“‘] l'”‘)." b n .

EBITDA is’earnings from conunmng, opemtlons before intérest, taxcs doplecmtlor‘l und amertlzat.on and
rcstrucrurmg charges. EBITDA is presented as a useful indicator of a company’s ‘ability” to ‘eet debe*
service and capital expendlture requnreme"lts Fraser Papers interprets EBITDA trends as an mchcator of
relative Operatlng pclfonluancc E AT e nd AouURuHad e Qb e T e
v Heron soen wsihad oot Siacob e
Net delit is debt less cash and cash equwalems Net debt to net debt plus equity, 1s provided as a usef‘ul
indicator of a company’s financiai ievérage. ~ - it 200 it B R a2 Tt e
duEnnYares o o
Net deht to net debt plus equlty is net debt divided by the sum of net debt and sharcholders” equity. Net
debt to net debt plus cqmty is prowded as a useful mmcator of a company’s financial leverage.
Vo el Sy LeveaLreoty holnes T AT T R cT I TR ATES (P IR IO AL B (S
Caal:.cc st« mr'lude zll;cash costs of opf’xa'.!ons and exclude dzpreciatior and ainortization.-Cash costz are
presentsd. t0 provide:additional-icformetion: ."'.‘mpt__the;ca‘sh..gchperatmp -capabilities-of :the Company’s
operations.'-This m&asures'captures the keyrcosts.of cperations and-is a-key. performanest mecsure that
managmncnt uses 10 svaluate ¢osts at the Cperaticnsoy o ey Dnrs st i« st o) bemana o« 1 e
N ‘ s C s Hew cannmio 3ooni Ssoad aedier 05000 o L
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1 ':'\:'I EHY {.3 Do
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'V \_C?_h"_-”_li".ﬁq {5 '”'“
l BARRE N ?'3’4'1-‘:-.!"&'7"" G200 Wlr 20 v
008 .00 L.
EBITDA
TLTT T Ty T T T T T T T T T Thiree monthsendéd™ T © Six months ended T
DLt g Jun 30 Jut 1 Jun 30 Jul'1
USSMICLIONS -~ =t =e—=- eI memimm e - 2007 - S2006— -~ 2007- - 2006
Loss ' $ (37.6) S (183) § (47.7) S (96.7)
Add:  Interest expense, net 2.0 1.6 33 37
Less:  Income tax recovery (2.0) (2.3) 2.7 {13.9)
Less:  Gain on sale of NB Timberlarids — — — (74.0)
Add:  Restructuring Charges ¢ . 12.8 —rdenn 12,8 R e
Add:_-..Losses from Smart Papers ! —_ — e —— 107.4
Add: . Closure of Berlin pulp nu'llr -— _ —_ 503
Add:  Other L 0.7 22 (1.3) (2.9
Add:_ Depreciauon  ~° — TS T ) 2 I A S F-. % ) 16.1
EBITDA $ (18.0) 3 (B9 $ (20.6) $ (.0
- e IS o I A ALY
—_ - NETDERT
i Asat SR DT A
: Jun 30 Dec 31
USS MILLIONS 2007 o .2006 .
Debt, T4 S TR ISR Y $i ' r'66-8 S R MM 566
Less:  Bank overdraft / Cash anid short term-notes " i 3470 T
Add:  Borrowings under Credit facility 11.5 . —
g e IR
NET DEBT 3% § 749  iigitisyg
oo N T TR SHE H AR
- o e ey i e el
. Lele —enCASHCOST T —
Three months ended Six months ended
Jun 30 Jul'l Jun 30 Jull
US$ MILLIONS ! 2007 2006 2007 2006
Net Sales $ 1817 S 2077 $ 356.1 $ 4236
Less: EBITDA ' 18.0 89 20.6 7.0
0.0 3.2 0.0 3.2

Add:  Anti-dumping duties recovery

CASH COST

$ 199.7 5 219.8 $ 376.7 $ 43338
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FRASER PAPERS INC. . . |

INTERIIM CONSOLIDATED BALANE £ =7 ‘ )
JUNF 30, 2607

e .rPapers

{unaudited) - i —': T _ . . . . .
e Tt As at As at
USS MILLIONS . o o Sun 30, 2007 De: 31, 7006
Assets _ P , .
Current assets: . b e i
Cash 1nd cash cquivalents - ' $ 34 e G 1270
"Accounts reccivable : 817 e 1:36.2
Inven ory - ' 14,6 -0 0 “1183"
Future: income taxes - - 3.0 0.7
R L : . .- 2127 "o 2379
Pispoity, jlant and cquipment — 3575 2704
Other assets 43.1 7.2
_ . _ . $ 5284 $ 5542 _
Liabilitiee and §i::.chalder’s Equity
Current liabilities: U LT
Accotints payabie and accrued llabllmes & 913 5 863
Long-term debt(note 7) - - T A S - 66.6
Other:liabilities Gaim o 34.0 511
Funure'incométaxes = ° 7 0 00 77 1%.v i8.3
Sharcholders’ equity (note 10) 285.8 3319
_ e _3 5254 S 5542
(See accompmrymg notes to f inancial : staumems ) R ’ T
;ﬂlit_: : 5(1 ',':\_ o ____'.3‘_:;_)_('_1_54 ’.)_:_ _
L, P GE L,
St DS rid ’
o A __. _—:1' ) -
KRS Y, :3 AT E
S —BESTAVAILABLE COPY - B
R . l‘un- Ie I ‘1
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JUNE 30, 2007 S

(unaudited)

‘“,‘ 'r\.'“p‘i" Lo

FraserPapers

Ll 283340 8 L 0
TN DET 50 M
L0 aEMTO T UM o
A8 L

~
Three Monus Ended

| o e Six Months Ended

| nhad dinedl gie bobad apmeld g Jun 30 cul 1 Jun 30 Jul |

‘ uss MiLLio. I8 Bxdiier P Arare amounts T HD ME Tay 2007 2606 2007 2006

i Net saleg =% = {478 $ 181.7 § 2077 $ 3561 S 4236
Loss before the following: $.u $ (18.0).0 §.0-(8:9)rvre: 2 §-(20.6) S (7.0)...

g ¢ f.45) Lo b iadiinsd s 2 dan e s ST

Restructuring charges (note 3) ¢%.1; (12.8) — (12.8) —
Gain on sale of NB Timberlands?(. ofe 4) - i, 71.0
Losses from Smart Papers {note ;5 ' —_ — — (107.4)
Closure.ofipulp-mill (note 6}~ —w = — — — e {503y,
Other =~ T T U0 (2.2) i3 2.9
Interest income —  siaeoni D3aod crw 83 adin eindi i,

| Interest expense , (2.0) 2.9 3.6) (6.3)

| Loss before depreciation and income taxes (32.1) (12.7) . £354) .. . (94.5)

|

e [ASELE PR PO
Depreciztion (7.5) v (1.9, 5 (15805, (160)
Income tax recovery (note 9) o 2.0 23 27 13.9
Loss’ - i =¥ 30) b (18.3) h {47.':) o 5“ (90../)' -

R T T R AT S o
Loss per share (basic and fully diluted) $ (1.28) S (061) $ (1.62) § (3.29
Weighted average number of shares (thousands) 29,510 29,510 29,510 29.510
Deficit
Balance, beginning of period $(172.1) $(126.6) $(162.0) $ (48.2)
Loss ' (37.6) (18.3) (47.7 (96.7)
Balance, end of period $(209.7) £(144.9) $(209.7) ${144.9)

{See accompanying notes to financial statements)
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FRASER PAPERS INC.

FrasarPapers

9. 4 F o) HISA

INTERIM CE OLIDATER ST T M YIG0E™ ™™ I TAGIC . o otk 5 11

AND CUMUL.. "~ OTHEK <. T

JUNE %0, 2007

- FELN AN P LT LR

umauditedy 13 20its 217 218 b st gnet -

G . P+ N gt Three Months Ended  Six Months Ended
Uss M[u_]()f\'g {Ai.::i'{ “rﬂ”(- -"F?i Jun 304., 2007 PRI -Jun‘30, 2007 e
Loss TS T T S VN $ (37.6) $ (7.7, -

Changes in unrealized.nef gains‘on casti flow hédges
Changes in unrcalized net gains on lumber hedges
Tax impact of above.!! AL

0'9 ) J'Il's"’r,-;'lr\"i :'fi.’ ,1:3',
(0.1) 0.2
(03) "% 4 sz w(0:5)

Other ccraprehensive-income -

@8 Hunluld T 205 1.0 o

- T e et i L e

Comprehensive loss-~ 4 e e S (460) st

=TT . o s —
Cumuiative other comprehensive income -~ Then
(e ' o T .
Balance, neginning of pertod i 0. e

Transittor; adjustment
Otheér corprehensive income for the period -

Balance, ¢nd of period

P . . oL
(dee accoinpanying noles 10 jinanciai statements)

AT
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FRASER PAPERS INC. - SRR S ST
INTERIM CONSOLI. ~ - ™. - . 't‘; T =RT G720 e
JUNE 30, 2007 ' Tl LT

{unaudited)

PaVabit rll nlol- Lol B S b )

Three Months Ended Six Months Ended

T 'Ai"-" SIRITIAG 200, OITHG 4 L [ TELY i;i)il:}i’{‘.ﬁlﬁ HeThaa 3G L e J"ul ilih{l'l IS N Jun 30 !’u.. Jul i
o eyt oot et et gaperd 4 , o i1 .
ussmiion 7T b0z otk et socid v ggggail '“2006' bl oot 2007- 2006

.
PR T I R P LT e e 1w Y T S B VI Y T I T T L PO B T A YU TOTS I T

vt apbn’y e anteck L osn s gund st ane

Cash provided by (’tl’sed foi’

oo

et it b il st turr o un s - L ansail '1'3" ST T I
Operatmg Ativities i o e e ’
SLen i s cbeiaasle taen sk .F.w, y st dlgpern g0 cittuen s,
LOSS N I T I TTRTRN SRR Iy QR y R (37 6)” !"-$Jlf(‘18 3) RIS $ (47 7) $ (96 7

I il

Iternq not affecting cashy;,..i: . it .f-fé_L--.; S ';-;:.'f TR TN T PR LI .F)f,.hi)lx')-.[lf.? freoes
DCPTGC'aUOﬂf CEOY i nmbitnonn o sheiog 11 e TS arem iy oA s ot e 450 : '~|6 I
Future income taxes (note 9) | 0.9) 5.2 2.0) (15.7)
Restructuring charges (note 3) 12.8 zsicio psitedtA ni =sn)2g L
Gain on.sale of NB Timberlands,0fe. 4, sni - =it siammm . oh 0w Lt == s o (11.0)
Losses from Smart-Papers (nofe Shi oy v p o sienboy) ,‘.'._. RN Vet as, o 101074
Closuze:of pulp mill.(note ) win. witivvy o e S I U S P 1| X
-Empldmeht: benéfitplan expense’(note 8) SRR X ISR RURY %) INE TP ERAE 7 S USRS | |

Employinient ben€iitpla i funding’ (r’:‘éte By el W (8 O (10.6) 1 Colaey'e e (2160)

Other items (note 5) I s g gy T g gyt - T 8) T (22.4)

@8, 0) L@y e L)

N1 DR LA

S O :'5.'.= efp Loileenshr dad ziwamal s
1

Poded ong an b)] shati® D HSHN SDetnlG AFLIEIG raa, Y DILETE .'-.,.15 i oedi

Net change }n n,on cash working capltalum 23. 3 49 ... 5.0

[BEREI ﬂ"-nf‘: IR ST A I 2 SRR I T Tt _.,.

balances TR TLANY VIR TI ik W B B SNC RN T 1w TSR L e Yol ‘Ilrlr. TR T A L -.n. s, eaag b ped alelly
IR AL R T I R T IR ','i"».l.s;é'{'rr,(fl Sy 26) ayerl 1 1y (8 2) R 1(369)

Investing ActivitieSiar: 52 Low. snoc cols 516 o st nai bog poiide T Do e ~idsynn 2o

Capital investments (9.6) £40) i e eni(1206) -0 L Th2d(5.0)

Proceeds on sale of NB Timberlands (note 4) — — — 94.0
O T TH R T K EY I Do { N TSI S0 DUHQEY 2T 60 (4:0)‘3im' wh (R2,6) A R0ULE9.0

'-u.’t}"n.' e ',:"i' B I A "l'x‘k.‘l DEVETGI UYL LD RO S InEn Sl Taur Bdoniuh vl A LT
ety 'arri‘»"?".: 248 dhgeur poaf ! _f':—':.'"’ JYRPT: P CPRUE T '*),,'-"rr"» D e
Fmancmg Actmtles ' B S ,_' o 3

;7 LT IR T4 e sy “[r” 3 --rl!d LTI ”f [ 'lll‘ - p!"- R a1 | R ’\j 1Y T 3

Borrowmgs idef revolvmg crcdlt facfllty 5y L= 1.5 —

R AT LR e LT SN E T Ty e Lalttemegnt ol sund mGnc A LDVRY [ LWL S OV
Repayment of long- lerrn debt (note 7 I i A . '( f5} (51.5)

O o DN VR NG L,

“EGo Lt whe L L
Purchase of long-term debt (rote 7) — (0.8) — (25.9)
R R L L P ot T ETIH AR (O ISR ST T >::‘;‘=.m;:».(o-s)d?lc no(32.3) huniliso en 151:'];-;_50;_-,3; .11‘37 4)

M N e - 0 Y] Id "v.. EL Y 1 "I' Sp b o r ﬂ'..-—
B U angLie ) AT i, hg.:l:.:" Hon Heairiteay enocnon it gog sawd andeeanichyr ong oan v
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Increase (decrease) in cash and cash
equivalents, net of bank indebtedness $ 85 (58 9) $§ (9.3 S (25.3)
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FRASER PAl. e A SHTIAY OYaAL.
NOTES. TO THE n. : ;N;_-_s;;,,t ) WITE
USS MILLIONS V0L 08 b
Mote 1. - Basis of Prﬂsentattong - e+ e e e e e e e e e e et B

L ] Dann ’HHt S T
: These in:erim consohdated financial Statemerits hav;,,bcen prepared using the same accounting policics

+and methods ao,the consolldated f' 'lancml statements of Fraser Papers for the year ended December 31,
2006, cx- 2ept for changes in accountmg policies, which are described below. These interini consolidated
financial statements have becen prepared in accordance with Canadian generallv acqeptpgi accountlng
principles (“GAAP”) for interim financial statements and do not contain all of the dlscl‘osure‘; re u1red tor '
conjunctl on with'thé consolldated lmanc:al statéinents of Fraser Papers for the year ended December 31;
2006. These 1nter1m consolidated financial statements include any adjustments that arey in'the’ bpm;on of
management ‘necessary to fairly $tatc the results of interim periods in accordance with GAAP: *

UAS Lol R R IOW LT HE

lote 2. Chunges in Accountmg Policies - ; e T SR

“Effective January 1, 2007, the Company adopted new recommendatiofist‘of -thc Canadlan Tnotitu. of
- Crartered Accountants (CICA) under CICA Handbook Section 15307 Comprekensive Income, 5cciion
Jz51, Equity, Section 3855, Finencial Instruments — Recognition and Measurement;: Section 3861
Financial Ins'r.ments — Disclosur= and Presen:ation and Section 3863, Hedges. With ; ther" “cepticn cf
the reclassification of transactior costs, as described below, these policy. changes; werg.a“opted oi 2 _
prospectlvc bas's with no restatercnt of prior pe“lod ﬁnancnal statements. G oen . Lo

MY AV

' As a result ot the adoption of these new stan'da‘rds the Company has classified its cash and cash
equivalents as held -for-trading for accounting purposes, which are measured on the balance shect at fair
value. Account§ receivable are ¢lassified as loans and receivables:and“are’ tedbided at“'amor“m.,u Ccost.
Convertible, term, preferred units (the “Units™) of Katahdin Paper Company LLC.(*Katahdir™) are-held
““by the Company, do not have'a -quoted markéi pnce and arc measured. at cost. Bank indebtedness,
accounts payable and accrued liabilities and long -term debt arc also measured at amortizéd éost atid-are

t-classified as other financial liabiliizs. .2, SISV )

Cev — — A st b brodni T S0 atke o o

. Section 2855 alsn,provides gmdam:c on costs igczired upon issuance of financial liabilities. Transaction

costs are now dedicted from the financial liability and are difiortized Tsing the effective intrest method

over the expected life of the related liability. As a result, the carrymg value of unamortized, financing

costs of {i1.9, as at December 31, 2006 relatmg to. the Company’s seniar, unsecured notes C ,the ) otes”), .

previously recorded in Other AbSStS have been reclassificd agam‘st Long -térm Debt. Thcélc 'ct)é!t\g arc

bcmg amortized over the term or thc “Notes, whtch afe ducin 2015, - NTE NI TRt b it dge S

- - l
| h. ity "' ; t'll‘:'*f’ L 2.,‘.;# A

Hedge ac countmg, as outlmed in Section 3865 rcquxres that the Company document its rlsk strategy
objectives and the relationship between the hedging instrument and hedged item. The Company is also
required to assess the effectivencss of the hedging relationship throughout its term and that it remains
. consistent with the Company’s risk strategy. ann s s it ‘ e PR

| IEL R N EPTRE . ;., P oy

Fodochn aan e ot Lo,
i The éttectivé pomon of changes"in fair value of denvatweq ‘that.are, classmed as ca'h ﬂow hedges is
recognized in other comprehensive income. Any gains or losses in fair value relatmg to the ineffective
portion arc recognized immediately in nct income. Amounts accumulated in other comprehensive income
arc reclassified into net income as the hedged item affects income.

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in other comprchensive income remains until the
forccasted transaction is eventually recognized in net income. When a forecasted transaction is no longer
expected to occur, the cumulative gain or loss that was reported in other comprehensive income is
immediatzly transferred to net income.
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Note 3. Closure ofPaper MGChmESu e raveset b T P SR I IP S Py

.....

Durmg the seeond, quarter Fraser Papers announced a strategrc dec:s:on to permanently shut dO\rJvn two
a7
paper ‘thachines And ‘orie off-machme ‘coater at its Bast Papers operatrons ‘Asa result I~raser Papers has ™
recorded a charge of $12.8 eon51stmg of an impairment in property, plant and equrpment 689.0'and othér”
charges of SB 8 Addmonal charges otr' 353 w1ll be mcurred as detalls of tenmnatron beneﬁts are .
v it THLELD # . )
ﬁnafh‘z‘e;dy T2 TSR A ’. Dotiouss LAE sidu o o 0 ’ "‘-’ AR A N AT :.,‘;' - A.-.f:i' ce

r
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Note 4 W Saleof New Brunsvdlek’Tlmbeﬂands

PR A TP IR B L R S TR B T !

[T

On January 31, 2006, the Company sold its timberiand lassets in New Brunswrek (the “NB Trmberlands”)
to Acadian Timber Income Fund (“Acadian” or the “Fund”), a newly formed income fund. The Company
was the promo;er}ofthe Fund.. 1 b i e

ot I-i PRI L ’fl PR " i
' s
ey Lot el deeds e cuauty aerolon e o reieach el

The sale of the:NB Tlmberlands gesulted in:a.gain ofi 87! 0 Net .pxoeeedo we.efﬁ 125. Q, and mcluded $31. 5

.....

of securitigs, representing a 30% interestip the.equity of the Fund,or.a 22% .mtcrest :n the Fund on a ful!y
diluted basis.io < ¢ o un 07 T Bkl sy AL v

R L PR A FE v T
- s
L]

On June 1, 2007 Fraser Papers ﬁled notice with regulatory authorities its intent to pursue the sale of up to
all of is interest in AcadianNo-sqeurities; of Acadlan -WCIg drsposed of inthe quarter. .. ...y -~ 0 o)

PR

17 ")l "'"_f'-'t A :" St a7l BN Y \" EITTH b.a‘)r P TRRE 1Y e ]
At June 30, 2007 the net book value of the mvestrnent is n11 The investment is cstlmated to have a fair
market value of $38.1 (2006 — $28.7), bascd on quoted market prices. at fune 30, 80Q% - During the - scer.
the Compan}; recewed distributiohs of 513 (2006 $1 0) frorn Acadlan mcludmg SO 7 (2006 f$0 8) in

RIS Ly SOl G e
the second quarter, " " ~

""”Jf' i iz N grd um" ni NOUT G s L‘;‘.ﬂ.i adbtine L ':-'é‘. et R
it ' R I LKA D AR (1) O vl FURFY (SR SRAT RITIY: I L .
Note's. LosSesfrbrh‘Smart Papérs R L L AT feubiobertunug o
g ARC o b e arnginn se ning ey UL 0 L7 a0 0 LIS i v i 03 i

Smart Papers LLC and its affiliates (“Smart Papers™), filed for creditor pretectlon under Chapter 11 of the
U.S. Bankruptcy Code, in the first quarter of 2006. As a result, Fraser Papers recordedia charge]of $107.4,
in the second quarter of 2006 cor}srstmg of an 1mpa1rment charge agarnst its lnvestment 1n Smart Papers
of $74.0 and provision of $33 4 related 16" FECEIVABIES o SHian Papers’aid estifiated accruals: Diirng

the quarter-2 -and-for the-six-months:ended June-30,-2007 - -net-payments of $0.7 and $0.8, rcspcctwely (2006
- $l4~3 and'¥14. 3) were made- agamst th"e' SEIAD l—#é‘ at June 30, 2007 a balance of $6.5 remains unpaid

| Ny
related to these accruals o moae
LN

- m———— — D ———— T - -

Nota 6. : Closure of Berlin Pulp Mill / T R e PR OO

In-the first quartét of 2006, -Fraser. Papers-annmmced-&hc-pennanent shut-dowii ‘6£iis pulp mill-in’Berlin;"
New Hamnshire, As'a résult, Itaammmem“ngeM&ﬂammom_
property, plant and cquipment and other assets and various accruals.

WIS oy Bonnas oo 1~:f;:_. srrite iy Lad Lane o ernnc v sedy el o 2l b,'; S IS TR IT IS IO

Note 7. Long-term Debt GBI e s

On March 15, 2005, the Company issued Notes which bear interest at 8 75“V and are due in. 2015, The .
indenture agreement (“Indenture") governing the Notes contains certain covenants the more 51gmf' cant
ofiwhich inciude restrictions on'*he incurrence of additional indebtcdness, sale of assets and reinvestment
of proceceds, mergers, création of llens .payment of dividends and repurchase of the Company’s shares.

Yoriee + K T R, UL S L TR T
On June 1, 2007 Fraser Papers announced an offer to purchase all of the outstandmg Notes at é purchase :
price of 100% of the pnncrpal amount, plus accrued and unpaid intercst. Under the terms of thc [ndenture
the Company is rcqu1red to make an offer to purchase substantially all ‘of ‘the Notcs with the excess’
proceeds resulting fromi-thé-sale, of -the-NB Timberlands.-A write-down of-deferred fi inancing costs of .

$1.7, willhe recorded 8 part 0f the purchase fransaction, The offer expired on July 26,2007, __
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During tie six months ended July 1, 2006, the Company purchased:$3£:0.in principabamount©of Notes:in -
the market, including $1.0 in the second quarter, The Notes were purchascd for $25.9, resultmg ina gam“ :

of $3 I, et of = write-down in. debt. 1ssuance costs of g1 0 ’lhe net gam lS reﬂected m the Conso 1dated
Fi-1jt, ik in [LLE N OO TR
Statemer ts or Uperatlons

T

T " 2L, *E:r‘ LR ") Chnlireons

Durmg the secorid quarter of zO{)6 tha Lon‘pany closed its tender offer to' repay $660 in prtncnpal
amount of the Notes. The Company repaid $51.5 of Notes to the public and cancelled $14.5 of Notes hield
by Fraser Papers. A write-down of deferred financing costs, of $1.3,-rclated, to. the repayments under the
tender oifer has been reﬂected in the Consohdated Statements “of Operatlons “and Statement of Cash

o

Flows LI - o St 2 Blog ynmegees oy el 1D oo

> LI : - . . -t . * H kel
i LTl . . e e R uh ',l..u‘ 11;;[ TEorto sl s Ih P e

The Company’s $90.0 revolvmg credt facility matures in November 2008 ahd‘bears intetest at fnaiiet |
rates. Borrowings under the facdlty ar¢ secured by a first charge agamst accounts receivable and
inventor:. At Junc 30, 200/,°554.2 (L0us:— 54C.0Y of thist facﬂlty ‘Wag ititized, S E 15 12006 nil) for

operuiing; bank loais and iae bulance inthe form of ietiei§ of ¢redit: Sub§equent to: the end-of the second -
quarter, the Company increased its revolving credit facility to $140.0. The $50.0 increase will-thature ca
Novemb:r 28, 2007.

v Cot e IS IS W PRRICS SYPV I RUTEE NPT T BN
No interest payments were raade on wohg-wein dibt n e Second-quiitci-of 20672006 $1.2). Fer e
snx mont as ended June 30, 2007 the Company made 1nterest payments of $3.0 (2006 - 87. 6)

e sy .

Sl LitaNE) PR LI LIV L 1 --l e B0 LY T,
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Durmg the quarter employee "benefit expense for pensions and post retirement benehts .c-alled Sz 84_
(2006 — $6.1). For the six months ended June 30, 2007, employee benefit costs for pensmns and post
retirement benefits totalled $5.4 (2006 — $11.1). Employee benefit plan.funding _amoynied to $8.1 (2006 -

$10.6) durmg the quarter and $14.6 (2006 ~ $2l 0} for the six months ended June 30, 2007. "
T LTI T T I TV N L TR T SO N 4ILTIL Vopnrstd s ngrteadriin oh hnn Lt
Noie 9 :Inct:me T_axns PUTIE APl a,wz;{l" THEI rnui?n'ﬁh 1t ol .n abtt oy '
R U A T TP LA LTy ey Ol T T -
Intenm mcome tax expense 1s calculated based on exppcté:d annual efchtwe tax rates o
. U P TIH, AN O s SR
'.‘.\ B S, e EE VI T 1 ST PIT R RERTS Uil PAPVIOE SLAPH e e ol I
O T e B LT D8 ThreeMomhsEnded ot StxMonths Er.ded
B IR 1 P S S L L e LHE ea MR TR T =
“Jun’30 e E Ilun 3o, Jul. 1,
2007 2006 3607 2006
Current 1: X expense (recovery) £ 03 NS HATENE T TUR ST SR TR ) FH
Future income tax expense (recovery) ..o . . . ... =230 D ¢ e G4 15.7,_. :
. Incoms tex=x E‘EES,{JECO,V?Y};::AL&#*E;"‘ e (1080 (280 S s 2300 S @&T) 139 -
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During tae quarter and six months the Company paid $0.4 on income and income-rclated taxes (2006 -
$0.5 and $1.0, respecttvely). el anal-pnea v B
Ty T et b IRSE e auln D Duteer ynLGimsD i 200 T Aot
Note 10 Shareho!ders’ "-*-qwty . . N , e )
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Comrnon shares — 29 ,509.876 outslandmg . $ 490 0 ~§ 4900
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Note 11, Commlfmenfs and Coptmgenclqs o ,
- Aot i b it et ontie 1 estdorye,

CommodttyHedges ot ann Dadt o o eerann By caangree oS it s iGvienEs

Atithe énd of-the’ quistter;- Fraser. Papérs hétd lumber‘ futures’ contratts represennr'g approﬁlmately 13.2°

million board feet of lumber (2006-=-fily.*Thec contrdcts'‘matiré' in -the'third ' quiirter!and iare ‘highly" "
effective at mitigating the impact of changing lumber prices. Accordmgly, no amount has been reported
in the Statem’ents of Gperatibns"An unfEalecd'gam of $0.2 has beeqifepsrted in Other: Oornprehenswe
Tncome.No gams Were realized durﬂfg the quartéer or dunng the six' months-ended Jufie 30, 2007 (2006 —

$0:7 and $1°0, iespectwely) Theseféotltraf:ts&ﬁéétivcly fix the selling’ pricé ofi-a poOFtion df Fraser Paper:, 3

lumber prodictionl 4nd-afe deskinated 48-4 hédige'afainst a po;‘frén of futute’ luribér salegim s @i

ailingd wthoe s eveant dens ullob s s o v e

Foreign Exchange Hedges
Flsng st ny!

As at June 30, 2007, the Company has forward forcign exchange contracts outstan'dmg ‘5T ADS5 U”
(2006 —: CADS5T:0),"which rare debignated>as a- fairrwalue -hedge!: against .certain Canadian -dollar- :

denominated net:monctiry liabilities: The ‘Consokdated Statéments-of!Operations iscludea realized'gain -

of $4.3 (2006 -$2.2) on matured forward forefgntetehange contracts-and an unrealized:gain of $0.3 (2006
— 0.7) on outstanding contracts. These realized and unrcalized gains or losses are offset by realized and

1,

unrealized gams or losses on the net monetary liabilities being hedged. il eviisiagmael - i

w1 IRGAGD 0F Bt v lepoor, ot Seoffd IO o s e inml e 37y LS 33 TN T O

Fraser Papers also has net forward forelgn exchange contracts of $4.3 (2066 ,SZO 7), w}uch,,are‘_‘

designated as a hedge against future Canadian dollar cash flows. These contracts have varying maturity
dates, with the last contract maturing during 2007. The Consolidated Statements of Operations include a
realized gain of $0.7 (2006 — $0.1) on matured forward foreign exchange contracts. An unrealized gain of
$1.0 is recorded in Other Comprehensive Income. These contracts effectively fix the exchange rate at
which certain future Canadian dollar-denominated cash flows will be incurred.

Guarantees

Norbord Inc. (“Norbord™) has provided guarantees for certain obligations of Fraser Papers under a
financial commitments agreemert. The maximum potential amount of the obligation guaranteed is
estimated to be $5.6. _

|
Note 12. Related Party Transa;:ctions
Brookfield Asset Management Inc., and all of its subsidiaries (“Brookfield”), are related as a result of
Brookficld owning a significant equity position in the Company. Acadian is a related party by virtue of
the Company’s equity holdings i 1n the Fund. All related party transactions are recorded at the exchange
amount.

During the quarter and the six months, Fraser Papers purchased approximately $1.5 and $3.1, respectively
(2006 — $2.7 and $7.4) of electricity from Brookfield and its affiliates. Included in accounts payable and
accrued liabilities is $0.4 (2006 — $1.1) related to these purchases.

Fraser Papers has invested in Units of Katahdin, an indirectly, wholly owned subsidiary of Brookfield.
The Units earn a preferential cumulative distribution of 5% per annum. Cumulative distributions accrued
on this investment amount to $1.8 (2006 — $1.5). The investment is accounted for using the cost method
and is included in other assets.

Durning the quarter and the six months, Fraser Papers carned a management fee of $1.8 and $3.6 (2006 —
$1.8 and $3.8) from Katahdin and $1.8 (2006 - $2.1) is included in accounts receivable,

During the quarter and the six months, Fraser Papers sold $0.9 and $2.2 (2006 — $0.1 and $0.5) of goods
and services to Katahdin, $0.9 (2006 - $2.0) is included in accounts receivable.
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Fraser "apers entered into a 20 year Fibre Supply Agreement, w:th Acadian. Durmg the  quarter, and the six .
months, purchases of fibre from the Fund amounted to $3. Tand 514 8 rcspectlvely ().006 $3.3 and
$11.8, respectively). In addition the Company’s equity interest in the fund generated diséributiong of $0.7- 2
(2606 — $0.8) during the quartgr, and;$1,3,(2006,m $1.0} for: the.six rponths ended June 30,,2007, Eraser; »

Papers las a payablc of $1.6 .‘(2_006.-$0.-1\ owingto.Acadian,as at June, 30,2007, ... | o pot Basnt A
PRSI N P TRV T A TS I IO R Ly (AP HTE ST R BTN RN WD CTHE DR TR P TR
Broo‘(ﬁ- ld has prov-dcd thP x,omcany with;a facility, with, 2-notional amount, of- 5150 0,10 erter-into -
forward fore: gi exchanze, gontrac,s as, part. of the Comp’m s,hcdumc activitics.. At Junc,30, 2007, thc
Compary has eatered inte forward foreign.exchange. cmtr;zcss,of' (‘AD$54 0 (2006 -CADS57.0),as-a
hedge a;rainst certain Cana(':?n. do'l"r-denommated act-eenetary. liabilitizs, and $10.9 (2{)06l 520,785 a

hedge agrainst future Canadian dollar cash flows, under this fac1llty
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Note 3. . uegmented information .
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In detFr'mnmg its reportable scgm ants, Fraser;Papers considers that it s n.mlcgratcd'-produccr'of paper
and pulp.as,its princip! busizess: Hs-sawmill ,operations »rc an-integralipart, of its, overall business;as: -
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Certain comparative figures have been rccla551ﬁed from: those previously presented to conform to the
p y 0
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COKPCRATE INFORMATN:!

Corporate Office

Suite 20, 181 Bay Street
Brookfizld Place, P.O. Box 762
Toronto, Ontario M5J 2T3

t: 416-359-8605

f: 416-359-8606

Media :ind Investor Relaticng

Glen Mc:Millan

Senior Vice President and Chief Finaacial Officer
¢. investorrelations@toronto.frascrpapers.com

Environment

William Manzer

Senior Vice President

Pulp and Paper Operations

e. manzerb@fraserpapers.com

Headqu:rters/Sales Office
Portland Mainc
t. 207-523-2350 or 1-877-237-2737

Paper sales
t. 1-800-720-9988

Pulp sales
t. 819-985-5006

Transfer Agent & Negistrar

CIBC Mellon Trust Cornpany

2.0. Box 7010

Adelaide Street Postal Staticn
Torento, Ontario MS5C 2W9

t: 415-643-5500 or 1-300-387-0825
e: inquiries@cibcmellon.com

SHAREHOLDER iNG'"IRES

Fraser Papers welcormes inquiries from sharcholders, analysts, media representatives and other interested
parties. Guestions relating to investor relations or media inquiries can be directed to 416-359-8605 or 1-

866-969-0061 or via email at investorrciations@toronto.frascrpapers.com.

Inquiries relating to address changes and share certificates should be directed to our Transfer Agent,
CIBC Mellon Trust Company, whose address appears above.

Fraser Papers is an integrated specialty paper company which produces a broad range of specially packaging and
printing papers. The Company has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser
Papers is listed on the Toronto Stock Exchange under the symbol: FPS. For more information, visit the Fraser Papers

web site at ‘vww fraserpapers.com.




Rule 12g3-2(b)

Exemption No. 82-34837

NEWS RELEASE Fraserrapers

Fraser Papers Announces Temporary Shutdown of Sawmill

{(All monetary references are in US dollars unless otherwise noted)

Toronto, ON (August 24, 2007) — Fraser Papers Inc. (“Fraser Papers”) (TSX:FPS) announced
todzy the temporary shutdown of its 130 MMfbm dimension lumbermill in Juniper, New Brunswick
for up to 11 months, effective October 5, 2007. Weak housing markets in the United States, continued
oversupply of lumber and a strong Canadian dollar have contributed to unsustainable operating losses
at the mill over the last 12 months. In addition, reduced logging activity in recent months has
significantly reduced the supply of wood from private lands. The Company expects that these
conditions will persist into 2008. The shutdown will impact approximately 175 employees at the mill,

“Despite significant efforts by our employees to minimize costs and improve operations, we have been
abscrbing significant cash losses at our Juniper sawmill,” commented Peter Gordon, President and
CEO of Fraser Papers. “As a result, we have made the difficult decision to close the Juniper mill for
up to 11 months and look outside the Company for an alternate and lower cost supply of woodchips
and biomass during that time period for our integrated specialty paper operations located in
Edm undston, New Brunswick and Madawaska, Maine.”

During the shutdown, Fraser Papers has secu-d an alternate woodchlp and L bisi’ss fuel supply for 1ts
sulphite pulp mill in Gdmurdston. The C'\mpany-w i mﬁrﬂle 2 utmze i "“own Lands Service
Agreement with Acadlan Tlmber In(‘ome Fund u.Arad an }fTSY ADN! 'UN) b harvest its Crown
allocation. i
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Fraser Papers is an integrated specialty paper company which produces a broad range of specialty packaging and printing
papers. The company has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser Papers is listed on the
Toron'o 8tock Exchange under the symbol: FPS. For more information, visit the Fraser Papers web site at
www jraserpapers.com.
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Contacts:
- Peter Gordon Glen McMillan
President and Chief Executive Officer Senior Vice President and Chief Financial Officer
(416 359.8614 (416) 359-8635
pgordon(@toronto. fraserpapers.com gmcmillan(@toronto. fraserpapers.com

Note: This press release contains forward-fooking information and forward-looking statements within the meaning
of Caadian provincial securities laws. These forward-fooking statements include, among others, statements with
respe:t to the temporary shutdown of the Company's Juniper, NB sawmill and the number of employees
impacted, reduced logging activity, an altemate woodchip and biomass fuel supply and the Company harvesting
its Crown allocation under its Crown Lands Service Agreement with Acadian. The words “expect”, “will” and other
expre;sions which may be predictions of or indicate future events and trends and which do not relate to historical
matters identify forward-looking statements. Rellance should not be placed on forward-looking statements
because they involve known and unknown risks, uncertainties and other factors, which may cause the actual
results, performance or achievements of the Company to differ materially from anticipated future results,
perfornance or achievement expressed or implied by such forward-looking siatements. Factors that could cause
actual results of the temporary shutdown, logging activity, alternate woodchip and biomass supply and harvesting
of the Company’s Crown allocation to differ materially from those set forth in the forward-locking statements
includ > general economic conditions, housing markets, demand for and prices of lumber, logging activity, foreign
exchanige rates, non-performance by supplier(s), unforeseen weather problems, equipment problems or staffing
issues and other risks detailed from time to time in the documents filed by the Company with the securities
reguiators in Canada. The Company underfakes no obligation to publicly update or revise any forward-looking
staterrents, whether as a result of new information, fulure events or otherwise.
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NEWS RELEASE FraserbPapers

Fraser Papers’ Thurso Pulp Mill to Reduce Energy Costs and
Improve Environmental Performance

(All monetary references are in US dollars unless otherwise noted.)

Toronto, ON (August 27, 2007) — Fraser Papers Inc. (“Fraser Papers™) (TSX:FPS) announced today it
has signed an agreement with ForEverGreen Energy Inc. to install a heat exchange unit at its pulp mill in
Thurso, Quebec.

Once installed on the mill’s main heat stack, the heat exchange unit will produce thermal power that the
Thurso operations will use to displace approximately 5% to 10% of the fossil fuel it currently consumes at
significant savings to the current cost of oil. In addition to lowering energy costs, the heat exchange unit
will provide important environmental benefits, including reduced emissions of greenhouse gases, such as
nitrous oxide and sulphur dioxide.

“This initiative will improve our energy efficiency and strengthens our environmental position at our pulp
and paper facilities,” noted Jean-Pierre Benoit, General Manager at the Thurso pulp mill. “We are
committed to improving environmental performance in all aspects of our operations.”

The aticipated emission reductions are equivalent to permanently removing more than 2,000 cars from
the road, which is more than double the number of cars driven by the residents of the entire town of
Thurs».

Work will begin during the scheduled maintenance outage in October, 2007
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Fraser |apers is an integrated specialty paper company which produces a broad range of speciaity packaging and printing papers.
The coripany has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser Papers is listed on the Toronto Stock
Exchanije under the symbol: FPS. For more information, visit the Fraser Papers web site at www.fraserpapers.com.
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Contact:

Jean-Pierre Benoit

Generul Manager, Thurso
(819) V85-5021

jeanbe yo@th.fraserpapers.com

Note: This press release contains forward-looking information and forward-looking statements within the meaning of
Canadiin provincial securities laws. These forward-looking statements inciude, among others, sfatements with
respect to reduced energy costs, improved environmental performance, the installation of equipment to produce
thermal power and the resulting reduction in fossil fuel consumption, reduced emissions of greenhouse gases and
improved energy efficiency. The words “will", “anticipate” and other expressions which may be predictions of or
indicate future events and trends and which do not relate to historical matters identify forward-looking statements.
Reliancz should not be placed on forward-locking statements because they involve known and unknown risks,
uncerta nties and other factors, which may cause the actual results, performance or achievernents of the Company to
differ materially from anticipated future results, performance or achieverment expressed or implied by such forward-
looking stalements. Factors that could cause actual results of the energy and environmental initiatives to differ
materialy from those set forth in the forward-looking statements include general economic conditions, unforeseen
installat on or equipment problems and fluctuations in the oif and gas markets and other risks detailed from time to
time in ;he documents filed by the Company with the securities regulators in Canada. The Company undertakes no
obligaticn to publicly update or revise any forward-looking statements, whether as a result of new information, future
events or otherwise.
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